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Mr. Sparkman. from the Select Committee on Small Business, sub- 
mitted the follow ing 


REPOR 


INTRODUCTION 


This annual report coincides with your committee's first complete 
calendar year of existence. Relevantly, the end of 1951 also marks 
the first full calendar year in which small independent business—un 
affiliated and unsubsidized—has faced the hazards presented by a 
dual-purpose economy directed toward fighting a localized war while 
waging global peace. As with all year-end balance sheets, this report 
must take note of the net gains and losses of small business so that an 
accurate appraisal may be made of its current assets and liabilities 
as well as of its future prospects. 

The fate of the small producer is wag ogeag in the matrix of our 


mobilization program. Paradoxically, it is because of his vastness 
in point of numbers and the diversity of id enterprise, that his in 
dividual ills all but elude diagnosis and prescription. ae hurt 


passes into that vague mass, ‘the public,’ and there is lost to vie 

In discharging its trust, your committee of necessity has had to oll “p 
our entire mobilization program under close scrutiny. Owing to the 
interwoven nature of our national economy, it is virtually impossible 
to isolate a given circumstance or event and conclude that its effects 
will be felt by only one segment of our industrial life. That is why 
your committee and its staff have been at some pains to observe, and 
if possible, to anticipate the effect of policy determinations and mobi- 
lization regulations upon business in general. Experience has shown 
that it is easier to prevent a discrimination than to correct one 

Every lesson that has been learned since June 1950 has driven home 
the point that the balanced output required to maintain a stable, well- 
rounded economy cannot be achieved in full measure unless sufficient 
attention is given to the production potential of our almost 300,000 
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small plants and to the social advantages to be gained by fostering 
small business as the acknowledged fount of our industrial supremacy. 
That this preeminence may soon receive a challenge of unprecedented 
scope and ferocity is all the more reason why we cannot afford to 
weaken our civilian front through the neglect of the self-same type 
of small facilities which made indispensable contributions to our 
World War IT victories. 

Your committee has observed during the past year the emergence 
of a more down-to-earth awareness by small-business men of the cur- 
rent facts of industrial life. The early post -Korean hopes of a war- 
profits bonanza were soon ad: ishe ad. Pent: won corr idors are ho “Sheol 


jammed with small producers eagerly exclaiming: “Here’s a list of 
my equipment. What do you want me to make?” Instead, the grim 
fact is being faced by the small-business man that for him and for 


Pasa of ope turers in his size group, it will be only through 
. combination of resourcefulness and luck that he will even be able 
to kee p his doors open during L952 

For the most part, however, the majority of small-business men are 
still badly confused. The white of peace they know: the black of 
all-out war would elevate them to the status of full- Sodaed partici- 
pants: but the vague gray of a partial mobilization, of a 10 to 20 
percent effort, finds them, not without good reason, floundering for 
want of those accustomed day-to-day bench marks without which the 
profit: able management of even a small enterprise becomes almost a 
hopeless undertaking. 

Because this confusion is not limited solely to the business com- 
munity, and hee: ause the basie premises ; and production targets of our 
industrial mobilization program have recently produced a welter of 
conflicting opinions, your committee feels that a restatement of ob- 
jectives and production accomplishments may serve a useful and 
‘larifving purpose. 


AMERICA’s GREATEST GAMBLE 


When war broke in Korea, the most important policy determination 
facing our national leaders was the extent to which our total industrial 
resources would be converted to producing munitions. Not unexpec- 
tedly, the split in thinking occurred at once. Many military planners 
relived the galvanic aftermath of Pearl Harbor when the then Chief 
Executive set production goals for 1942 at 60,000 planes, 45.000 tanks. 
200,000 antiaircraft guns, and 8,000,000 tons of shipping. Again they 
wanted weapons regardless of the impact which full mobilization 
would have on a “pampered” civilian economy. 

Those in charge of molding our mobilization policy differed sharp- 
ly. They believed that the Russian master plan called for a series of 
peripheral disturbances to meet which the democracies would spend 
themselves into a state of economic exhaustion. Stock was taken, and 
the resultant inventory of our national resources convinced Congress, 
the President, and his civilian advisers that we could strengthen our 
military machine best if normal civilian activities were subject to 
minimum dislocations. 
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From this original point of view there has never been the slightest 
deviation, as witness the following statements of objectives: 
The President: 


Immediately after the initial Korean aggression, there were some extremists 
both in military and economic affairs. In military affairs, these extremists 
wanted immediately a 10-million-man armed force and a 100-billion-dollar-a-year 
military budget. In economic affairs, there were some extremists who wanted 
to freeze the whole economy in a strait-jacket of controls more extensive than 
anything attempted during World War II. 

Fortunately, the saving common sense of the American people avoided these 
extremes. We embarked upon a substantial build-up of our military strength, 
but without going on a total war footing. We started upon an economic mobil- 
ization program which bore a sensible relationship to the size of our defense 
effort and the likelihood of its long duration. This economic mobilization in- 
cluded measures to expand production and to control inflation. But it wisely 
did not attempt to mix full economic mobilization with partial military mobiliza- 
tion. That would have gotten our great productive economy all out of joint. 
It would have made us weaker, not stronger. 


Charles E. Wilson, Defense Mobilization Director: 


* * * The plan for defense mobilization is to spend $50 billion a year for 


3 years for defense purposes with the least possible interference with the civilian 
economy. * * * Keeping in mind that defense mobilization is a long-range 
program, our aim is to build our military productive capacity while maintaining 
at least a minimum operation of civilian industry—rather than undertake whole 
sale conversion of civilian plants as we would be forced to do under conditions 
of full mobilization. 

Manly Fleischmann, Administrator, Defense Production Admin- 
istration: 

I don’t believe there will be anything approaching austerity unless we have an 
all-out war. It is part of our program to see to it that there is an adequate 
supply of civilian materials. After all, what we tend to forget is that 1900 
was not only the biggest year of our history, but sensationally so. The pro- 
duction of all items is at a record high, and after the 35 percent cut in auto 
mobile production in the third quarter of 1951, we were still making as many 
automobiles as we made in 1949, which was the biggest year in all history up 
to that time. Nothing like austerity seems to me to be on the books, unless 
the military program grows. 

Thus were the odds ec: alculated on what Mr. Wilson has termed 
“perhaps the greatest gamble in our history,” a four-point program 
designed to meet our immediate military needs and those of our allies; 
to install new and stand-by production lines ready for overnight use, 
if necessary; to expand our total production plant and subsidi: ary 
resources; and to maintain the soundest possible civilian economy. 

The question of the extent to which this gamble has paid off flared 
into a controversy over guns-versus-butter—whether the goals of our 
military mobilization program have been achieved on se hedule. To 
ponder this problem with realism demands recollection of Winston 
Churchill’s summation of arms production: “The first year you get 
nothing; the second year a trickle; the third year a flood.” 

Moreover, no assessment of America’s success or lack of it in hitting 
the targets of the over-all defense-mobilization program can reason- 
ably be made without a knowledge of how the first arms-production 
schedules were devised. The crux of the matter obviously hinges on 
whether the preliminary post-Korea goals were the result 7 hard- 
headed production planning or whether they represented an off-the 
cuff combination of guesswork and unrestrained desire. 
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{arly in 1951, the Army, Navy, and Air Force met with officials of 
those companies known to be capable of large-scale production of 
weapons to discuss production schedules for approximately the ensu- 
ing 18 months. To get the production ball rolling the armed services 
representatives were under instructions to assume optimum condi- 
tions, namely, to disregard the possibility of design changes, material 
shortages, labor disturbances, machine-tool bottlenecks, or any other 
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unforeseeable contingencies. In brief, the schedules thus set were 
precicated on ideal conditions. 

Your committee has no quarrel with this procedure; a start had to 
be made somewhere. But in view of the pronounced shortage of many 
materials, of strikes, ; ind of other inevitable mass p yroduction Impedl- 
ments, a serious doubt is raised as to the validity of assertions that the 
mobilization program has fallen disgracefully short of its original 
delivery schedules. The l rickle must precede the flood. 
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Actually, obligations were made during 1951 for more than $45,000,- 
000,000 worth of military equipment and construction. This brought 
the total obligations since Korea to approximately $63,000,000,000, 
Deliveries are running at the rate of $2,000,000,000 a month, with ship- 
ments expected to reach $4.000,000,000 monthly by 1953. Since Korea, 
our armed services have received almost $20,000,000,000 worth of 
weapons and equipment. 

These figures in themselves, however, do not tell the whole story. 
A considerable percentage of military contracts take the form of let- 
ters of intent as opposed to definite contracts. The figure of $63,000,- 
000,000 in obligations since the outbreak of the Korean war includes 
only the so-e alled funded portions of the letters of intent, which often 
represent but a fractional portion of the total intended amount. Your 
committee has made repeated attempts to obtain an estimate of the 
unfunded dollar value of outstanding letters of intent from the De- 
partment of Defense and the Munitions Board but owing to an inade- 
quate fiscal reporting system the information has not been available. 
However, it appears reasonable to expect from studies which your 
committee has made that the dollar value of all types of procurement 
activity considerably exceeds the figures which have been released by 
the military. Your committee believes that the total obligations, in- 
cluding unfunded portions of letters of intent, exceed $75,000,000,000, 
a figure which should result in vastly increased deliveries during 1953, 

In defense of current production performance, mobilization officials 
point out that deliveries to the military have tripled since June of 
L950, It is conceivable that the score would be even higher were it 
not for frequent design changes dictated by the military services. 
One jet aircraft has been redesigned five times while in production 
during 1951. So far as “coddling” the civilian economy is concerned, 
the attitude of mobilization executives is summed up in the statement: 
“We challenge the military to cite an instance where materials or 
equipment they needed for the Korean fighting was not available. 
We go further and defy any military procurement officer to name an 
instance when production of civilian goods interfered with his ability 
to get necessary materials or facilities for military output. 

Critics of the mobilization program, and especially of the rate of 
p yrodue ‘tion, hi ave gener: ally over looked a basic reality whic hy mobilizs a- 
tion officials have constantly expressed and with which your com- 
mittee is in agreement. Mr. Wilson has stated it thus: 

There is no reason, in a long-term program, to go all out for the production 
of the whole range of military items which a full mobilization would require. 
There is little point in building up large stocks of shoes or screw drivers, or even 
jeeps and many types of ammunition, when these can be obtained relatively 
quickly and easily at any time. 

The current military production program, therefore, is concentrated on getting 
into production the hard-to-get items with long lead time. In terms of money 
value, the program is heavily concentrated upon aircraft, including naval air- 
craft, and tanks. The concentration upon the hard-to-get items will be even 
more marked in the future, as the build-up of the items with short lead time is 
accomplished. 

To those who have studied the problem, it has been evident all 
along that the rate of military production has been influenced by the 
long lead time required for tanks and planes,’ shortages of essential 


1No plane designed after Pearl Harbor was ever flown in combat during World War IT. 
Likewise. no fighting plane has been used in Korea which was not in production prior to 
June 1950. 
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imported metals and alloys, work stoppages due to strikes, and the 
early serious lag in machine tool production. 

That the prime production bottleneck to date has been in the ma- 
chine tools field has been a matter of great concern to your committee. 
Ninety percent of the some 400 manuf: acturers of metal cutting and 
shaping standard and special purpose machine tools are classified as 
small companies. In October, the industry’s backlog equaled 22 
months’ output at the current rate of production. During the Second 
World War, the backlog of this industry never went higher than 12 
months’ current production. 

Currently the situation has brightened somewhat as a result of : 
speed-up in receipt of materials and parts brought about by the issu- 
ance of a new priority rating, Z-2, which has helped tool builders 
to obtain hard-to-get electrical accessories and antifriction bearings, 
although steel plates up to 5-inch thicknesses remain the worst ma- 
terials drawback. Adding to the troubles of tool builders has been 
the reluctance of DPA to grant them rapid amortization tax certifi- 
cates for plant expansion. In the 6 months from January through 
June 1951, only 28 tax certificates were approved for this vital indus 
try. The rate of approval did not increase materially until fall, when 
between October 19 and December 11, the tool industry received ap- 
proval on 57 tax certificates. 

While it is expected that by early 1952 machine tool shipments may 
climb about 400 percent above the level of the first quarter of 1950, 
it is evident that the machine tool problem is far from solved. Ma- 
chine tools represent one vitally important defense production are: 
in which it is the belief of your committee that our mobilization 
planners failed by wide margin to grasp the basic import of the 
problem. ‘To the extent that for many critical months the problem 
was all but neglected, and to the extent that tool builders were per 
mitted to supply the automobile and other civilian industries with 
tools which might better a gone to war plants, the officials in 
charge of this progr am Mus assume a full measure of responsibility. 

Finally, no evaluation of our mobilization effort should fail to give 
great consideration to the tremendous expansion of our national in- 
dustrial plant which has been undertaken at an estimated cost  be- 
tween 1951 and 1953 of $50 to $60 billion. This plant-building pro- 
gran has progressed side- by-side with current production and may 
be expected to yield rich delivery dividends in the near future. In 
fact. your committee would not be surprised to see a tidal wave of 
weapons innundate military depots by mid-1953. 


CONTRACTS 


Whether small business is borne along by this wave or is engulfed 
by it depends on the extent to which sm: ull producers are allowed to 
share in the defense program. From the point of view of the small 
plant operator, the — which have already been spent must be con- 
sidered as money over the dam. The small manufacturer’s share of 
prime defense contracts has declined in the first year after Korea from 
24.5 percent of dollar value in June 1950 to 16 percent of total dollar 
value in July 1951, 
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Your committee takes into consideration that the purchasing pro- 
gram for munitions has to date necessarily emphasized the procure- 
ment of military “hard goods,” planes, tanks, and large components 
which in general are not suitable for production in small plants. It is 
further recognized that in the early stages of any mobilization pro- 
gram, with the threat of an all-out war but a clock tick away, pro- 
curement planning is a hurried affair in which certain obvious mech- 
anisms designed to maintain a balanced over-all economy are con- 
sidered dispensable academic niceties. 

After 18 months of mobilizing, however, the time has come, it 
seems to your committee, for an agreement to be reached that small 
manufacturers are no longer expendable. From now on there can be 
little excuse for a further shrinkage in the dollar share of prime war 
contracts which are allocated to small producers. The only way to 
prevent the mistakes of the past from becoming embedded in the 
future is to synthesize this experience into a positive program designed 
to utilize small plant facilities to an extent fully commensurate with 
their ability to produce. 

Toward this end, the appointment of several hundred small busi- 
ness specialists in the major purchasing offices throughout the country 
has been a heartening evidence of the Department of Defense’s desire 
to help small plants. In the absence of regular monthly reporting re- 
quirements from these specialists, a program control device of almost 
universal acceptance, it is suggested that constant administrative 
analyses of their acc -omplishments be made in order to determine their 
actual effectiveness in aiding small-business men to obtain contracts. 

The past year has unfortunately witnessed a growing cynicism on 
the part of small would-be suppliers with respect to the good will of 
the procurement services. Their faith in their ability to meet compe- 
tition solely on the basis of price, quality, quantity, and delivery sched- 
ules has been shaken by certain questionable procurement practices 
which have been widely publicized and which in one instance resulted 
in a Federal grand jury indictment being returned against a business- 
man and a former Air Force purchasing officer for cons pir acy to com- 
mit fraud. Subsequently, in a house-cleaning move, the Air Force 
at the Air Matériel Command, Wright-Patterson Base, Dayton, Ohio, 

canceled 40 contracts involving some $19,000,000 on the grounds that 
the contracts had not been let in accordance with correct procedur» 
Other allegations of functionless middlemen receiving swollen profits 
as suppliers of war materials have created the impression in many 
minds that unless a small-business man has an “inside track,” his 
chances of being awarded a substantial contract are slim. 

Your committee wishes to call attention to a series of bids submitted 
by two of the largest optical goods companies in the country to supply 
the Army and the Veterans’ Administration with microscopes. Al- 
though Bausch & Lomb or the American Optical Co. were not the suc- 
cessful bidders in every instance, the prices quoted by both companies 
bear a dollar-and-cents family resemblance which your committee 
plans to question. 
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TABLE I.—Bausch & Lomb and American Optical Co. bids on microscopes for 
the Army 


j Price each 
Numbe rol 





Date of bid Bid No tia 

CrOscopes | Bausch & American Op- 

| | | Lomb tical Co. 
Feb. 9, 1950 W-362 162 TCT $409. 50 | $409. 50 
June 19, 1950_. W-704 56 TCT 409. 50 4109, 50 
Nov. 15, 1950 41-583 50 TCT 423. 50 $20. 70 
Jan. 11, 1951 1-781 103 TC'T $20. 70 420. 70 
Feb. 23, 1951 3 1—968 368 TCT 120. 70 420. 70 
Apr. 15, 1951 sont 11-1259 | 88 TCT 420. 70 420. 70 
May 16, 1951 51-1391 63 Sb4 261. 10 261. 10 
June 14, 1951 1-1528 | 326 Sb4 261. 10 261. 10 
Oct. 19, 1951 2-391 109 TC'T 6 £10, 70 


TABLE II.—Bausch & Lomb and American Optical Co. bids on Veterans’ Adminis- 
( I 
tration purchases of binocular microscope 


| | Price each 
Date of bid | Bid No | | 

| Bausch & |; American Op- 

| Lomb tical Co. 

i 
Apr. 26, 1950 fe ee ae L-7! $409. 50 | $409. 50 
Noy. 15, 1950 = L-28 | 422. 80 | $22. 80 
Tune 5, 1951 pane L-83 422. 80 | 422. 80 
mk: BE AOR a bck cae ccs ‘ot L,-26 $22. 80 422. 80 


Other developments, tending to negate the official protestations of 
solicitude for small business and consequently to increase the sense 
of skepticism in the small business community include such actions as 
the failure to provide adequate small business representation of top 
policy mobilization boards and committees. A glaring example of 
such oversight was the failure of the DPA to provide on the recently 
created procurement policy committee a chair at the table for the 
Small Defense Plants Administration. In view of the fact that 
places were provided for the Federal Trade Commission, the Recon- 
struction Finance Corporation, the Federal Reserve Board, the De- 
fense Materials Procurement Agency, the Department of Defense, 
the Treasury, the Department of Justice, and pi Defense Production 
Administration, the omission of SDPA as representative of that 
segment of industry which in October aerial 22.8 percent of 
the dollar value of all war procurement, gives rise to the reflection 
that actions are more eloquent than speeches. 

Such strictures are not captious. Top policy level awareness of 
small business problems and top level determination to alleviate those 
problems is an essential precedent to ending distress among small 
plant operators who are about to be squeezed in one of the tightest 
material markets our economy has ever had to endure. That a new 
procurement committee should be established without small business 
representation seems to bespeak an indifference to the desire of Con- 
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gress which, in the recent amendments to the Defense Production Act 
of 1950, expressly set forth that the SDPA— 

* * * shall have power, and it is hereby directed, whenever it determines 
such action is necessary * * * to consult and cooperate with officers of 
the Government having procurement powers, in order to utilize the potential 
productive capacity of plants operated by small-business concerns * * 
and 

* * * to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies. 

In view of which, your committee is pleased to learn that shortly 
after January 1, 1952, Mobilization Director Charles E. Wilson 
remedied this unfortunate condition by replacing the present Pro- 
curement Policy Committee with a new Procurement Policy Board 
of which the SDPA will be a member in good standing. 

In addition, your committee strongly urges the appointment of 
the Administrator of the Small Defense Plants Administration as 
chairman of the DPA’s Small Business Executive Committee. The 
official in Government primarily responsible for the welfare of small 
business belongs at the head of this committee, both in point of logic 
and necessity. 

To even the most irreflective observers of the small business scene 
it must be now evident that it is time to stop shadow boxing and to 
come to grips with the many complex problems confronting our small 
producers. The broadening of the base of supply is one definite 
method by which wholesale distress may be alleviated in the crucial 
months ahead. This ob jective is a “must” for mobilization and pro- 
curement planners for it is not only a question of individual companies 
being threatened, entire small-business segments of industry are strug- 
gling for survival. 

Those seeking a classic small business example of the difference be- 
tween the intensity of our war effort in 1942-45 and the relatively 
fractional mobilization program of today, need search no further 
than the model provided by the low-priced jewelry industry of New 
England. Here is the archetypic instance of all small manufacturers 
who have been sucked into the vacuum created by material shortages 
coupled with the scarcity of compensating defense contracts. 

American families spend on the average between $18 and $20 a 
year on low- and medium- priced jewelry : costume accessories, men’s 
jewelry, emblematic jewelry, armed services insignia, watch acces- 
sories, and religious jewelry. The hub of this small industry is the 
Providence, R. I.-Attleboro, Mass., area. About 38,000 of the 48,000 
workers of the industry are located in this region. Next to textiles, 
the jewelry industry is the largest employer in Rhode Island. Fifty 
per cent of the companies in this industry payroll fewer than 25 em- 
ployees per company. 

Copper base alloys, chiefly brass, account for more than 80 percent 
of the metal normally used by inexpensive jewelry manufacturers. 
The following table shows the normal] peacetime onsumption of var- 
ious jewelry-making metals, the minimum current metal rogers 
ments of this industry , and the percentage of savings under the i 
dustry’s material substitution program. 
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Metal | Normal | Minimum Percent 


use needs savings lo be used for 
-——— ae ones 
Tons Tons Percent 
Brass mill products 18, 500 | 5, 550 70 | Operational and functional parts 
| and plating 
Tin 2, 000 | 100 | Except small amount for solder 
Zin 6, 000 4, 800 20 | Decorative and ornamental parts, 
| j } casting metal 
Lead 2, 000 1, 400 30 Do 
Carbon steel 7, 865 | Substitute for brass decorative and 
} Ornamental parts 
Aluminum 300 1, 200 Decorative and ornamental parts 
| | limited use 
430 chrome 450 | 800 | Substitute for nickel-bearing steel 
| for parts that must be nonecorro- 
| sive and are operational in char- 
acter 
18/8 stainless steel | 822 | 17 | 98 | Special high tension springs (lim- 
| | ited use 
Nickel | 1, 200 | 100 92 | Operational attachments made 
| | | from 10 percent nickel steel, lin 
| ited use and undercoating for 
| protective finish purposes 


Before Korea, 1 pound of brass gave 2.4 man-hours of work. The 
ingenious substitution of other metals for brass has in recent months 
resulted in 1 pound of brass producing 8.5 man-hours of work. This 
substitution program has reduced brass consumption to 30 percent of 
normal, or to the point where 2,750,000 pounds per quarter would 
keep between 35,000 and 40,000 jewelry workers employed. Con- 
versely, the proposed first-quarter reduction to 10 percent of pre- 
Korean brass consumption will throw a minimum 15,000 skilled 
employees out of work. 

It is little comfort for jewelry manufacturers to reflect that, during 
World War II, 70 percent of their productive facilities and manpower 
were given over to war contracts, the mass production of delicate 
stampings, and numerous precision mechanisms. Today, the cold 
fact is that the industry has received contracts which utilize a scant 
5 percent of their capacity, and most of these contracts have gone to 
a few of the largest companies in the industry. As one jewelry spokes- 
man stated: 

After many months of enthusiastic effort that can almost be described as 
frantic in the seeking out of war contracts, both from the procurement agencies 
and from subcontractors, we found ourselves still without war work. We have 
experimented with pooling as a solution; we find that, when a number of jewelry 
firms pool their resources together, there is accomplished nothing but a multi 
plication of their problems. 

One harassment which the jewelry industry has shared with many 
other small industry groups is expressed in the words— 

Ours has been a sort of “on-again, off-again, Finnegan” show, never knowing 
from day to day where we stood or what to expect; imposing some rather diffi 
cult problems from a management standpoint and a great deal of uncertainty 
in the minds of our employees. It is also believed that this state of uncertainty 
has had a great deal to do with retarded sales. * * * Buyers openly have 
expressed their reluctance to make commitments until they had a more definite 
idea of the type of merchandise they could expect to get. 

With regard to this complaint, your committee is not insensible of 
the difficulties under which the managers of our mobilization program 
are laboring in their efforts to keep a a war and civilian economy in 
appreximate balance. Nonetheless, it is felt, from the point of view 
of the small-plant onerator, that inevitable hardships might be con- 
siderably softened if public officials made an effort to be somewhat 


REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 13 


franker in their disclosures of the true conditions with respect to 
materials and their future availability. woe is to be, gained by 
hoarding nonsecret information. Small-business men cannot plan 

intelligently, even on a from-breakfast-to-lunch basis, if they are kept 
in the dark on such vital questions as material supplies and iia ations. 

Specifically with respect to the New England jewelry industry, ot 
committee is greatly concerned. It was recently represe nted at a 
protest meeting attended by industry leaders, tas tional P contre fo 
Authority officials, and representatives of the Army, Navy, and Air 
Force procurement services. The purpose of this conference was to 
seek means of channeling, if possible, war contracts to this stricken 
small-industry segment. A task force was appointed to investigate 
these possibilities. On the success or failure of this undertaking, 
many other small-business groups, including production pools of smail 
p slants, will take heart or despair of their chances of being integrated, 
by means of planned procurements, into our war effort. 

In this connection, the Attorney General, charged with efforts to 
“avoid encouragement of monopolies” under the Defense Production 
Act of 1950, stated in his third quarterly report that, unless procure 
ment agencies plan their buying patte-ns more carefully, it will be 
difficult to avoid “fundamental dislocations” in the civilian economy. 
Speaking out plainly in behalf of small producers, the Attorney Gen- 
eral commented : 

The damaging results of inadequate planning of military procurement are an 
old story. It took its toll in both World Wars [ and Il. The important differ 
ence between the past and present lies in the fact that current procurement is 
not only great in size but is so indefinite in its duration that the very preserva- 
tion of our competitive-enterprise system may be dependent upon our ability to 
give it proper guidance and direction. 

The banding together of small producers with complementary 
equipment into a war production pool is a move born of desperation 
resulting from the failure of pool members as single companies to 
obtain defense contracts. There is afforded no more striking a con- 
trast from the standpoint of small manufacturers between World War 
II production and our present mobilization program than to compare 
the activity of production pools then and now. 

Between 1943 and 1946, almost 250 small-producer pools received 
Government clearance with respect to the antitrust statutes; they 
were thus in effect licensed to do business with military contracting 
officers. It has been estimated that these pools secured more than 
S6C0,000,000 In war contracts. 

To date during the present conflict, five groups of small producers 
have received official approval as bona fide production pools. In this 
whole group there is a total of about 252 companies with aggregate 
employment of 8,300 workers. These companies rang up a 1950 sales 
volume of $77,517,000. One of the current approved pools, by way of 
example, has the following types of facilities: 


Apparel! and other fabrics | Primary metal industries 
Lumber and wood products | Fabricated metal products 
Furniture and fixtures |} Machinery 

Printing and publishing | Electrical machinery 
Chemicals and allied preducts | Transportation equipment 
Paint | Miscellaneous manufacturing 
Petroleum and coal | Miscellaneous repair services 
Rubber products | Miscellaneous services 


93741—52——-2 
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To illustrate further, one of the present pools did an $8,000,000 
volume of World War II work and on September 4, 1943, received 
the Army-Navy EK, which is believed to be the first such award given 
to a producers’ pool. Another of the currently organized pools 
handled contracts during the last war in excess of $14,500,000. 

It is interesting to take note of the value of defense prime contracts 
which these facilities have been awarded since Korea—a mere $63,470 
to date, after months of feverish effort. 

There is thus added to the mounting pile of evidence additional 
proof that throughout 1951 the cards were stacked against any sub- 
stantial participation of small firms in the mobilization program as 
prime contractors. For pools to exist profitably, there must be a 
shortage of certain types of facilities, and such cannot be said to be the 
case so far in our present war effort. 


MATERIALS 


To a small-business man the question of defense prime contracts is 
a relative problem, a direct outgrowth of his inability to secure enough 
scarce materials to keep his wheels turning. With a view to obtain 
ing as clear a picture as possible of the impact of material allocations 
on the small-business community during the first and second quarters 
of 1952, your committee, together with the House Small Business 
Committee and the Banking and Currency Committees of the Senate 
and the House, asked DPA-NPA officials to tell small manufacturers 
exactly where they stood with regard to materials. The outlook for 
the first and second quarters, to use the word of DPA-NPA Ad- 
ministrator Manly Fleischmann, is “dismal.” He went on to explain: 

The cuts we have made will mean that there will be localized unemployment, 
loss of profits to Imany manufacturers of nonessential civilian goods, and the 
actual closing down of plants which cannot operate on the limited supplies of 
aluminum, copper, and steel which will be made available to them. 

This candid statement confirmed rather than announced a fact of 
which small producers had had ominous presentments during the 
fourth quarter of 1951. They already knew in general outline, if not 
with decimal-point accuracy, that many manufacturers of non 
essential consumer durable voods would be dipping their pens in red 
ink after the first of the year. From the simple arithmetic of the 
material-shortage situation there is no escape. Producers of less- 
essential civilian items (smoking accessories, for example) will receive 
only 10 percent of their pre-Korean consumption of copper and 
20 percent of aluminum, while steel allotments will range around 50 
percent of base-period use. Manufacturers of the more essential 
civilian products will be cut to 35 percent of their base-period amounts 
of copper and aluminum. 

The simple reason for this predicament is that, with the vast back- 
log of “on order” war work now swinging over into actual produce 
tion, the amount of controlled materials flowing through the CMP 
conduits will drain off from civilian production for the January- 
through-March quarter more than 40 percent of carbon steel, and 
about 60 percent of aluminum, copper-wire-mill, and copper-brass- 
mill products for direct defense and defense-supporting programs. 
The Defense Production Administration has supplied the following 
data on the estimated supply of steel, copper, and aluminum related 
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to the first-quarter requirements of weapons and defense-related 
production : 


Carbon steel.—Estimated supply, 19,385,000 product tons; 42.1 percent of the 
CMP allotments are for direct defense and defense-related production and con 
struction, and 57.9 percent for all other production and construction. 

Allotments for direct defense totaled 4,176,356 tons, of which 1,968,000 tons 
were for the Department of Defense, and an additional 4,982,403 tons were for 
defense-related production. 

Carbon structural steel.—Estimated supply, 1,425,000 product tons; 66.2 per- 
cent of the CMP allotments are for direct defense and defense-related produc- 
tion and construction, and 33.8 percent for all other production and construc- 
tion. Of the total allotments, 387,407 tons were for direct defense, including 
171,000 tons for the Department of Defense, and 668,706 tons were for defense 
related production and construction. 

Carbon plate steel_—Estimated supply, 2,300,000 product tons; 56.2 percent of 
the CMP allotments are for direct defense and defense-related production and 
construction, and 43.8 percent for all other production and construction. Direct 
defense allotments amounted to 524,248 tons, including 255,000 tons for the 
Department of Defense, and an additional 926,049 tons were allotted for defense- 
related production and construction. 

Alloy steel.—Estimated supply, 1,600,000 product tons; 52.7 percent of the 
CMP allotments are for direct defense and defense-related production and con 
struction, and 47.3 percent for all other production and construction. Of the 
total allotmetns, 620,726 tons were for direct defense, including 425,000 tons 
for the Department of Defense, and 335,486 tons were for defense-related pro- 
duction and construction. 

The higher grades of alloy steel are virtually all going to defense and 
defense-supporting production. Other large users of alloy-electric power, pe 
troleum production and refining, agricultural machinery, construction machinery, 
electrical equipment, engine and turbine, metalworking-machinery and mining- 
equipment industries. 

Stainless steel—Estimated supply 280,000,000 pounds; 58.9 percent of the 
CMP allotments are for direct defense and defense-related production and 
construction, and 41.1 percent for all other production and construction. Of 
the total allotments, 129,179,000 pounds were for direct defense, including 
83,400,000 pounds for the Department of Defense and 51,127,000 pounds for 
defense-related production. 

Virtually all of the nickel-bearing stainless steel is going to defense and 
defense-related production. Relatively small amounts are going to the chemical 
and food-processing industries where this type of steel is essential. Most of this 
stainless steel going into other types of production and construction is chrome 
stainless steel, which does not contain any nickel. 

Copper-brass-mill products.—Supply estimate not available; 58.1 percent of 
the CMP allotments are for direct defense and defense-related production and 
construction, and 41.9 percent for all other production and construction. Of 
the total allotments, 331,876,000 pounds were for direct defense, including 
239,500,000 pounds for the Department of Defense and 117,618,000 pounds for 
defense-related production. 

Copper-wire-mill products.—¥Estimated supply, 360,000,000 pounds; 56.8 per- 
cent of the CMP allotments are for direct defense and defense-related production 
and construction, and 43.2 percent for all other production and construction, 
Of the total allotments, 103,822,000 pounds were for direct defense, including 
37,500,000 pounds for the Department of Defense and 122,103,000 pounds for 
defense-related production. 

Copper-foundry products.—Estimated supply, 290,000,000 pounds; 41.8 percent 
of the CMP allotments are for defense and defense-related production and 
construction, and 58.2 percent for all other production and construction Of 
the total allotments, 68,919,000 pounds were for direct defense, including 20. 
000,000 pounds for the Department of Defense and 65,674,000 pounds for 
defense-related production. 

iduminum.—KEstimated supply, 620,000,000 pounds: 59.8 percent of the CMP 
allotments are for defense and defense-related production and construction, and 
10.2 percent for all other production and construction Direct-defense allot 
ments amounted to 322. 039,000 pounds, including 250,000,000 pounds for the 
Department of Defense and 104,921,000 pounds for defense-related production 
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Screened re- | CMP allot-| Require- 

quirements, | ments, first | ments as 

first quarter, quarter, percent of 

1952 | 1952 | supply 

Carbon steel (product tons 30, 337, 9R2 156. 5 
Carbon structural steel (product tons 2, 653, 570 | 186, 2 
Carbon plate steel (product tons) 4,085, 597 | 177. ¢ 
Alloy steel (product tons 2, 586, 946 : 161.7 
Stainless steel (pounds 448, 220, 000 | 306, 267, 000 160, 1 
Copper-brass-mill pro.i icts (pounds 1, 073, 155, 000 | 773, 796, 000 
Copper-wire-mill products (pounds ‘ 546,588, 000 | 398, 118, 000 151.6 
Copper-foundry products (pound 456, 282,000 | 322, 012, 000 157.3 
Aluminum ingot (pounds 1, 033, 061, 000 | 713, 566, 000 166. ¢ 


Does not take into consideration additional supplies to be obtained from Great Britain 


In its Report on Material Shortages of February 5, 1921, your com- 

mittee recommended 
the establishment by NPA, at as early a date as possible, of some general 
form of controlled-materials program, including the allocation of steel to spe- 
cific end uses, along with other critical materials to insure that the quantities 
such materials not required for defense and stockpiling purposes may be reserved 
for the most essential civilian purposes. 
On July 1, the controlled-materials plan went into effect. Since then, 
your committee has been pleased to observe a marked procedural im- 
provement in the administration of the materials problem. In the 
raw-materials mart, the CMP traffic-control system has wrought 
order out of chaos and is speeding vital materials in, for the most 
part, adequate quantities and on time to the shops with the heaviest 
defense-production schedules. By and large, the producers of military 
items have been receiving what they need “when they need it. 

Irom the very small-plant operator’s point of view, some benefit 
was derived from the self-certification apparatus prescribed under 
CMP Regulation No. 1, whereby fabricators of class B products, 
which are, generally speaking, “common components,” such as ball 
bearings and rivets, handed their suppliers an order stamped “SU” 
for small user, and without formal NPA approval received minimum 
quarterly allotments of steel, copper, and aluminum. Although it is 
apparent that the field offices of the National Production Authority 
have made greater efforts in recent months to grant relief to small 
companies demonstrably suffering from materials malnutrition, they 
received a sharp set-back when the self-certification mechanism was 
recently abolished. Your committee hopes that some similarly simple 
device will be substituted in the near future to guarantee fair treat- 
ment for these extremely small users of controlled materials. 

It is equally apparent that the only real remedy for many small 
plants is to obtain defense contracts as an antidote for their shortages 
or complete absence of basic metals. Again your committee urges 
upon Army, Navy, and Air Foree procurement officials a more in- 
tensive application of their attention to the problem of broadening 
the base of industrial supply through greater use of small-business 
facilities. In this regard, the holding of additional procurement 
“clinics” throughout the country at this time seems of questionable 
value, unless primary emphasis is placed on subcontracting oppor- 
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tunities. By now, most small-plant operators are familiar with the 
rudiments of Government purchasing methods and the locations and 
product interest of the major buying offices. So long as the number 
of brass rings remains severely limited, little will be gained by merely 
increasing the number of riders on the procurement merry-go-round. 
It is strongly suggested, instead, that the fullest possible use be made 
of negotiated awards to pin-point contracts where they are most 
needed—i. e., to specific hardship cases—while at the same time the 
fullest possible information is made available to the entire small-busi- 
ness community with respect to advertised procurements. 


Bie Sree, Beas To Dirrer 


The widespread recognition at all levels of our society that small- 
business enterprises constitute a vital economic entity is a relatively 
modern concept.2, That a commercial endeavor organized and legally 
licensed to conduct business is, by virtue of its size alone, entitled to 
special consideration at the hands of governing and regulatory bodies 
has been firmly established in the public mind only in the past dozen 
years, though philosophically the tonic benefits of numerous flourish- 
ing small independent enterprises was embedded in the economic prin- 
ciples of Jefferson and Franklin. From 1890, with the passage of the 
Sherman antitrust statute, until the fourth decade of this century, 
concern for smallness, per se, has been largely confined to Congress, 
antitrust lawyers, and professional economists. 

It took the disequilibriums of World War II to produce the first 
significant attack on anti-small business factors since the establish- 
ment of the Federal ‘Trade Commission and passage of the Clayton 
Act in 1914. Congress, alarmed at the threats implicit in our war- 
mobilization program of 1942, with its early concentration of war con- 
tracts in the hands of large companies, and its drastic cuts into the 
permitted production of thousands of civilian items produced by the 
smaller companies, created the Smaller War Plants Corporation, giv- 
ing it broad powers to prevent wholesale clistress among the smaller 
producing units of the Nation. 

Another milestone marked the growing interest of responsible 
thinkers in the business community on the problems of free small 
enterprises with the publication in 1947 under the imprimatur of the 
Committee for Economic Development of A. D. H. Kaplan’s Small 
Business: Its Place and Problems. While much of the data in this 
invaluable reference volume are not now current, it remains the defin- 
itive treatment to date of the problems confronting small entre- 
preneurs in their struggle to maintain a position of competitive 
equality with big business. 

Congress has repeatedly shown its awareness of the problem. In 
February of 1950, there was created the first permanent Select Small 
Business Committee of the Senate. In July 1951 Congress passed the 
Sparkman-Patman amendment to the Defense Production Act of 
1950, as amended (Public Law 774, 8lst Cong.: Public Law 96, 82d 
Cong.), thus creating a Small Defense Plants Administration in recog- 


2A rough indication of this growing interest may be seen in the fact that whereas the 
Readers’ Guide lists not a single magazine article on the subject of small business ir 
the years 1939-41, there were published 132 articles on the problems of small business from 
1942 through April 1949, and 48 articles between May 1949 and March 1951 











18 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 


nition of the dislocations caused by an industrial mobilization pro- 
gram as constituting a serious threat to the well-being, indeed, to the 
very chances of survival, of many of our smaller producing units. In 
short, direct. assistance to small companies, especially in times of 
economic upheaval, has by now become a fixed fact of our national 
policy. 

In expressing legislatively its concern with the importance of main- 
taining a free and competitive capitalism, Congress was not unaware 
of Western Europe’s economic prostration under cartelism, with that 
system’s rigid limitation on Lesnar creating constrictive and arti- 
ficial markets, high prices, low wages, and the frustration of consumer 
morale. 

That, however, there should be unanimity of opinion regarding the 
need for aiding small business would occur only to the ingenuous. A 
hard core of covert opposition to this pub lie policy y has historically 
lodged i in the ideology of the ultraconservative wing of industry. Be- 

‘auise a suave sense of public relations and industrial diplomacy for 
the most part has prevented the public expression of this attitude by 
spokesmen for large industry, your committee is constrained to note 
an explosive exception to the traditional, if often fictitious, role of 
Big Brotherism, which conceivably could develop into an attack on 
the entire concept of aiding small business. 

The opening salvo was fired by Big Steel. On October 18, 1951, 
Benjamin F. Fairless, president of the United States Steel Corp., third 
largest manufact uring company in the country, stated that— 

there are in this country some people who do not regard success as a 

rtue, and who look upon business growth as a national calamity. * * * 
They will conclude therefore, that small business must be growing smaller: and 
without ever stopping to look at the facts, they will take to horse, like Paul 
Revere, and storm every Middlesex village and farm, erying out that America 
isin danger. * . 

Yet many of these Calamity Johns who denounce success wherever they find it, 
ind who fill the air with a constant clamor of false alarms, are undoubtedly sin 
cere, well-meaning people—people who are only suffering from what I would 
calla midget complex. They think small. 

This frank opposition to public policy programs for small business 
was followed by a more direct attack on a report issued by your com 
mittee entitled “Concentration of Defense Contracts.” in which the 
statement was made that— 

This study reveals a far greater concentration of defense contracts than any 
Government figures have thus far indicated, 10 large manufacturing companies 
have been handed 40 percent of the total dollar volume of defense contracts since 
Korea ; 50 companies Command almost two-thirds of the dollar volume of defense 
contracts. This is a considerably higher concentration than during World War 
Il when 10 large manufacturing companies controlled 30 percent of the war-con- 
tract dollar volume, and 100 companies, two-thirds. 

Speaking before the Alumni Society of the Wharton School of 
Finance and Commerce on November 12, 1951, Mr. Fairless termed 
your committee’s report “a lot of political eyewash.” In referring to 
the fact that large prime contractors often subcontract to small plants, 
i. e., those components which they can buy cheaper than they can make 
themselves, Mr. Fairless stated: 

This system of supply is one of the great miracles of American mass production; 
and yet there are elephant gunners in Washington today who would destroy it 
if they could. Insisting blindly and falsely that it does not distribute the work 





ro- 
he 
In 
of 


ial 


in- 
ire 
lat 


er 
he 


ly 
se. 
‘or 
by 
te 
of 
on 


in 
ild 


ny 
ies 
ce 


ise 


n- 


rk 





REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 19 


equitably among small firms, they demand that a Government agency be em- 
powered to take all future prime contracts from the armed services, break them 
down into subcontracts, and parcel them out on the basis of social expediency. 
fo nS % 


I wonder if you can imagine the confusion, the delay, and the endless oppor- 
tunities for error in that set-up? Hundreds of skilled engineers would have to 
be called off our vital industrial production lines and brought to Washington 
Thousands of new Government workers would have to be hired to handle 
mountainous piles of papers and official forms. Think of the political pressure 
that would be exerted on this ageney to distribute contracts among 485 con- 
gressional districts in accordance with partisan requirements Visualize, if 
you can, the endless opportunities for free-wheeling bribery and corrup 
icing ee 

Item: In raising this bogy, Mr. Fairless apparently was referring 
to the limited authority granted by Congress to the Small Defense 
Plants Administration to take prime contracts, with the consent of 
the Department of Defense, and to subcontract the work to small 
plants. This authority is wholly permissive, and may never be used. 
The Smaller War Plants Corporation throughout its existance took 
only 12 prime contracts when no other way was open to utilize idle 
small-plant capacity at the height of our World War II effort. 

In carrying this muddled concept to the point of absurdity, Mr. 
Fairless concluded: 


To leave our biggest and most productive factories idle in the whimsical notion 


that we are thus perfroming an act of social virtue would be, I think, almost ar 
act of treason: and to permit our defense contracts to be distributed on a basis 
of partisan political advantage would be nothing less than a national calamity. 


Your committee submits that this statement basically is a commor 
logical fallacy, which supposes that a point is proved or disproved by 
an argument which proves or disproves something which is not at 
issue. When the New York limes nodded complete editorial agree- 
ment with Mr. Fairless’ views, the chairman of your committee was 
constrained to write to the editor of that hewspaper as follows: 


The Senate report is, in brief, a comparison of the concentration of defense 





contracts during the present mobilization period with the concentration lring 
the Second World War It is no more or less tl this It is not. to use vo 
borrowed terms, a means of fostering “free-wheeling briber, * corrup 


tion * ° treason.” 


It is possible that you may remember that in June 1942 the Congress, by 
unanimous vote of both Houses, established the Smaller War Plants Corpora 
tion, The issue of spreading war contracts among our smaller producing units 
Was not then considered a partisan matter, a demagogi 
the words of your editorial, “a new type of class-consciousness in this country.” 

Inevitably we recognize that competition can be painful and that our efforts 
to preserve a competitive economy will draw the fire of some large business units. 
We are engaging in no holy war. pitting small business against the forees of 
industrial giants. Your editorial’s insulting inferences on political purposes 
are unjustified in view of this committee’s nonpartisan record, which has resulted 
in every report having the unanimous support of the committee members of both 
parties, 


ic device to further, it 





Subsequently, Mr. Telford Taylor, Administrator of the Small 
Defense Plants Administration, speaking before the National Asso- 
ciation of Manufacturers, made the following comments: 


Mr. Fairless based his attack against small business on statisties showing 
that employment and profits of small concerns increased more rapidly than those 
of big business concerns during the 9 months following the outbreak of the 
Korean war. On the basis of these statistics, Mr. Fairless jumped—and it is 
a record-breaking jump, both statistically and logically—to the conclusion that 
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there is no reason to try to increase the amount of Government procurement 
that goes to small business, * * * 

Now I am not going to argue about Mr. Fairless’ statistics on employment 
and profits. In fact they are vulnerable but, even if they were completely sound, 
they are irrelevant. Whatever the degree of prosperity of small business during 
the first 9 months after Korea may have been, these statistics afford no basis for 
concluding that small business faces no problems today, or that it will face none 
next year. It is secant comfort to the small manufacturer, whose allocation 
of aluminum is cut to 20 percent and who is faced with bankruptcy because a 
20-percent level is far below his break-even point, to be told that employment in 
small business concerns, as a whole, a year ago, Was going up. *. * * TI would 
hate to tell a man being forced out of business that statistics show he is pros- 
perous. Mr. Fairless, for reasons best known to himself, has done just that. 

Your committee would not have discussed these differing points of 
view at such length did it not feel that it is important for those con- 
cerned with the problems of small business and the preservation ofa 
state of competitive rivalry within our economy fully to realize that 
there is apparently a segment of industrial opinion which holds that, 
mounting evidence to the contrary, small producers today are at no 
disadvantage in their efforts to carry on their normal civ lian opera- 
tions or, in lieu thereof, to secure a fair share of defense work. That 

such views constitute the minority aay of a small group had its 
coniiielion in the action of Congress in behalf of small manufac- 


turers, 


CENTRALIZING RESPONSIBILITY IN THE SMALL DEFENSE PLANTS 
ADMINISTRATION 


At the top of the list of small-business assets must be placed the 
establishment of the Small Defense Plants Administration, legisla- 
tive authority for which was incorporated in the 1951 amendments to 
the Defense Production Act of 1950. 

Your committee would not have sponsored the creation of an inde- 
pendent executive agency to stand watch over the interests of the 
smaller units of our economy unless it had been convinced that the ef- 
forts in this direction of existing agencies had been generally inade- 
quate, and were likely to remain so. By this, your committee does 
not wish to question the ability and willingness of the divisional level 
personnel concerned with small-business matters in the various old- 
line departments and agencies. ‘Their enthusiasm is necessarily tem- 
pered and constricted by the programing priorities handed down to 
them from topside. When the present emergency broke, with all of 
its threats to our smaller producers, many of the pinochle players in 
the executive firehouse simply did not hear the bell. 

The creation of the Small Defense Plants Administration was not 
a trail-blazing experiment in federally sponsored aid to small bus- 
iness. In drafting this legislation, your committee drew heavily on 
recent history, harkening back to 1942 when Congress created the 
Smaller War Plants Corporation at a time when small companies 
were confronted with much the same problems they are facing today— 
material shortages, an inadequate share of war contracts, the loss of 
skilled workers to larger companies, and a general inability to obtain 
financial help commensurate with their credit needs in a war-dislo- 
cated economy. 

Those concerned with the success of the new Small Defense Plants 
Administration should not fail to recall that 10 years ago the SWPC 
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had a tempestuous career. In the 314 years of its existence, from 
June 1942 to January 1946, it accumulated its share of detractors. 
But when peace came and the bureaucratic dust settled, the balance 
sheet was overwhelmingly in favor of the Smaller War Plants Cor- 
poration. This agency had to its credit nearly 60,000 prime contracts 
with a value of almost $6 billion which had been awarded with its 
assistance to small producers. More than one-half of the number and 
one-third of the dollar value of these prime contracts went to <lis- 
tinctly small firms employing fewer than 100 wage earners. 

Exercising its own prime contractual authority, SWPC took 12 
contracts valued at $35,000,000 and distributed the work among 260 
small plants as subcontractors. It is further estimated that SWPC 
assisted in the awarding to small companies of more than 52,000 addi 
tional subcontracts. In the field of financial aid, SWPC made 5,800 
loans and leases totaling in excess of $500 million, 84 percent of which 
was for working capital purposes. ‘Two-thirds of the total numbe 
of loans were for amounts under $25,000—a truly small-business loan 
program, 

It was with this type of an aggressive action program in mind that 
your committee sponsored what was contemplated in large part to be 
a re-creation of the SWPC. With the exception of a direct lending 
function and some minor differences, the new Small Defense Plants 
Administration is armed with a clear-cut mandate for a bold and 
vigorous action program in behalf of small business. 

In the field of material shortages, SDPA is obligated to erect. every 
possible safeguard against any Government allocation program which, 
no matter how inadvertently, might deny to small plant operators 
their fair share of available supplies. Legislative cognizance was 
also taken of this problem when the Congress granted SDPA author 
ity to require reports from private suppliers of materials on thei 
methods of filling orders and the bases for allocating their supplies 
whenever it appears that small companies are being handed the short 
end of the stick. 

With respect to defense contracts, the act expressly states that 
Congress has as its policy that a fair proportion of the total pur 
chases and contracts for supplies and services shall be placed with 
small concerns. Thus, SDPA has power to certify to procurement 
oflices as to the credit and capacity of small suppliers with no add 
tional certification required. 

In the field of finances, the Administration is empowered to recom 

mend loans or advances for the following purposes: 
* * * to enable small-business concerns to finance plant construction, con 
version, or expansion, including the acquisition of land; or finance the acquisi- 
tion of equipment, facilities, machinery, supplies, or materials; or to finance 
research, development, and experimental work on new or improved products 
or processes ; or to supply such concerns with capital to be used in the manufas 
ture of articles, equipment, supplies, or materials for defense or essential 
civilian purposes; or to establish and operate technical laboratories to serve 
small-business concerns, * * * 

The Reconstruction Finance Corporation, in turn, is authorized to 
make loans and advances upon the recommendation of SDPA, not 
to exceed an aggregate of $100,000.,000 outstanding at any one time. 
on such terms and conditions and with such maturities as the RFC 
may determine. 
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Reconstruction Finance Corporation has three funds from which 
may make loans: Its own money; section 302 funds for defense expan- 
sion, and from the $100,000,000 kitty authorized for loans to small 
business pursuant to recommendations from the SDPA. Your com- 
mittee will watch with interest the course of this cooperative arrange- 
ment between SDPA and RFC in extending credit to qualified small 
companies. Admittedly the apprehension is present that the process 
of selection will result in nonbankable applications gravitating to 
SDPA for recommendation. 

Many of the most worth-while benefits to be derived from an inde- 
pendent agency for small business are not susceptible of statistical 
analysis. It is an instance of the whole being greater than the sum 
of the parts. The mere fact that there is such an agency patrolling 
the defense production beat, looking over the shoulders of those who 
are issuing the ground rules of our entire mobilization program, and 
exerting legitimate influence in behalf of small independent enter- 
prises, constitutes an intangible factor which, while not precisely 

easurable, is bound to have a wholesome effect. 

Nonetheless, the Small Defense Plants Administration has its work 
cut out for it. One problem, ironically, stems from the growth of 
small-business consciousness in the past decade to the extent that 
SDPA cannot avoid clashing with the prerogatives, some of them 
until recently rusty from disuse, of a dozen other agencies concerned 
in one way or another with the affairs of small business. 

Your committee is keenly interested in observing the extent to which 
these executive agencies cooperate with the SDPA, especially the 
Reconstruction Finance Corporation, and the manner in which that 
agency makes use of the $100,000,000 fund given it for the purpose of 
processing expeditiously small business loans pursuant to SDPA 
recommendations. A circumstance which your committee feels should 
not be overlooked by the oflicials of RFC is that one of the chief rea- 
sons why the Congress did not give SDPA its own lending authority 
was because of the belief that to do so would have virtually closed 
down RFC as a lending agency. The speedy issuance of a joint 
RF« SI IPA loan operating procedure to the field personnel of REC 
spelling out in detail the steps to be taken to utilize section 714 funds, 
is clearly indicated. 

Your committee is convinced that no more pro-small-business policy 
statements are required from any agency concerned with the te lem. 
What is needed now is for the Department Commerce, the National 
Production Authority, the Department of Defense, and the Recon- 


In view of the $350,000 appropriation with which Telford Taylor, SDPA Administrator, 
was itherized to set up a small-business agency and report progress to Congress by Jan 
uary 15, 1952. the following excerpt from a recent column in the New York Herald Tribune 
is considered illuminating 

“One of the best indexes of the present relationship between American business and 
American polities is the condition of the Washingeton lawyers, whose tribe is increasing 
and growing fatter at a remarkable rate Why they increase, and how fat they get, is 
suggested by an experience of John J. MeCloy’s 

“When McCloy was winding up his remarkable service at the War Dep: artment, he was 
offered a Washington law partnership with a guaranteed income of $350,000 a year, The 
rather obscure man who made this fantastic offer had formerly been an able but middle 
grade Government official He did his law business in a small suite of offices with one or 
two clerks and two or three stenographers But in proof of his good faith, he showed 
McCloy a list of retainers from large corporations amounting. altogethér, to about 
$1.000 000 annually 

“<The money's nothing,’ he told McCloy. ‘If you don't take it, the Treasury will And 
you don’t have to worry about doing anything you won't like to earn it. These businessmen 
pay me because IT know my way around the Government, and they don’t. There’s nothing 
wrong in showing people the ropes. That's all there is to it.’ ” 
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struction Finance Corporation to sit down with the SDPA and work 
out mutually acceptable operating agreements based upon the ex 
plicit authorities and the implicit intent of the legislation creating 
the SDPA. Congress wants a job done for small business. Your 
committee will be quick to report any evidence of shirking. 

There will be found in the subsequent chapters of this re port a more 
detailed discussion of the major developments in the small-business 
field during the past 12 months. It is gratifying, as in the case of 
small air-coach lines, the small aluminum fabricators, the steel and 
nickel gray markets, the rubber allocation system, and in other in 
stances to feel that your committee has been privileged to redress some 
specific small-business grievances while serving more generally to 
maintain im proximate balance the position of our smaller units in 
relation to their larger competitors. 

It is also wholesome that the voice of the small-business man . 
paganing to be heard more insistently in our national councils, not 
in the weak tones of hat-in-hand suppliants, but strongly as befits 
cobuilders of our industrial might. 

It cannot be stated too positively that the first aim of your committee 
is to make the maximum possible contribution toward preserving at 
economic climate in which a dynamic capitalism may continue to 
flourish. This means that the encroachme nts of monopoly must be 
curbed; the op portunities for competitive rivalry broadened. The 
doors to manufacturing venture which were wide open to former 
generations are now but ajar. Controlled channels of distribution, 
the patent mechanism, preempted raw materials, the timidity of risk 
capital, all result in a shrinkage of opportunity for the small entre- 
preneur with an idea. It is not enough merely to maintain competi 
tive balance eae existing forms of endeavor. Circumstances must 
be favorable for the dynamics of innovation, for the birth and growth 
of new enterprises without which the upsurging life force of our 
economy surely will wither. 





CHAPTER I 
MATERIAL SHORTAGES 


Many small manufacturers trying to plot a course for 1952—their 
year of decision—have concluded that they have nothing to fear but 
tomorrow. As each day brings a tightening of the materials shortage 
“pinch” and survival prospects wane, there is little they can do but 
wait and hope. Your committee has studied with mounting appre- 
hension the relationship of materials shortages to the thousands of 
qualified small plants which have yet to find a place in the defense 
procurement picture, either as prime or subcontractors. The grave 
concern of your committee has centered chiefly around the problems 
presented by shortages of steel, aluminum, copper, nickel, an ber, and 
plastics. 


PART I—STEEL 


Steel is the universal metal. It is at the base of every industrial 
operation, and any shortage of steel products has immediate repercus- 
sions throughout the Nation. Although all steel production records 
were broken during 1951 when 105,000,000 ingot tons poured from the 
hearths and furnaces of the United States, the critical shortage of 
steel was a most significant economic fact of life during the past 12 
months. 

Your committee has been well aware of the peculiar preeminence of 
steel in our industrial complex and has given a major portion of its 
attention to the steel industry and steel distribution channels in the 
18 months of its existence. It was perhaps cnly a coincidence that 
the commitee’s first hearings of 1951 were devoted to a survey of the 
impact of steel shortages upon small fabricators and that its last hear- 
ings of the year were directed at the same subject. But it was not 
mere chance that the Senate Small Business Committee has budgeted 
more of its activities in the field of iron and steel, their allocation, and 
their use than to any other single subject. 

The abundance or scarcity of steel actually will spell the difference 
between the success or failure of the current mobilization program and 
maintenance of a sound defense economy. ‘Twice previously the 
United States has met the call of war without sufficient steel and has 
undertaken the needed steel expansion during wartime; the greatest 
expansion occurred during World War I when 9,400,000 tons were 
added to our steel capacity, and during 1940-41 when 8,000,000 tons 
were added. Again, in 1950, the United States had waited until the 
threat of war before undertaking the largest steel expansion program 
in history—from the record 1950 capacity of 99,000,000 ingot tons, 
plans are now in progress for an increase of the steel plant capacity 
to 120,000,000 ingot tons by 1953. 
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TaBL_e I.—Steel ingot capacity 


Total industry Total industry | Total industry 
1901 24, O39, O64 | 191S DS, S46, 418 | 1935 78, 451, 9380 
1902 25, 424, 000 | 1919 61, 020, 669 | 1936 78, 164, 300 
1903 °6, 768, 000 | 1920 62, 313, 591 | 1937 78, 148, 37 
1904 28, 213, 147 | 1921 64, 262, O27 | 1958 80, 185, 638 
1905 !Y 456, OOO | 1922 65, 426, 6S2 | 19389 $1, 828, 958 
1906 30, BSS, OOO | 1925 65, 6S2, 014 | 1940 S1, 619, 496 
1907 31, 920, 000 | 1924__ 66, 568, 515 | 1941 85, 158, 500 
1908 38, 237, 343 | 1925 68, 473, 222 | 1942 ; &&, SS6, 55O 
1900 38, OSO, OOO | 1926 64, 750, 035 | 1948 90, 589, 190 
1910 839, 424, 000 | 1927 67, 236, 117 | 1944 93, 854, 420 
1911 40, 820, OOO | 1928 6S, 840, 912 | 1945 95, 505, 280 
912 12, 560, OOO | 1920 71, 438, 516 | 1946 91, S90, 560 
1913 £3, GSO, OOO | 1930 72, O85, 406 | 1947 91, 241, 250 
1914 44,451, 977 | 1931 77, 257, 803 | 1948 94, 233, 460 
1OLD 16, 249, 146 | 1932 78, 780, 913 | 1949 96, 120, 930 
1916 51, 282, 314 | 1933 7S, 614, 408 | 1950 99, 892, SOO 
1917 55. 567, 555 | 19384 78, 128, 416 | 1951 ‘105, 000, OOO 

Estimated production. 
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Meanwhile, until these plans for expansion become accomplished 
facts, the inadequate supply of steel will throw its burden more on 
the smaller seements of our economy who have already borne dlispro- 
portionate hardships for lack of steel. An equalization of these hard 
ships among all segments of industry has called for Government 
controls on the distribution of steel and Government programs pro 
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viding limits on the consumption of steel by the various segments of 
industry. Nineteen hundred and fifty-one was the year of establishing 
controls on steel. By the end of 1951 these controls, working to 
equalize the hardships and giving the smaller steel users a more equi 
table share of the steel pile, began to be effective. 


STEEL SHORTAGE GREW 


On the day before the Korean invasion, the steel supply in the 
United States was short. On the day after Korea, it was criti cally 
short. Although 1950 steel production was at an all-time high, 8 
percent greater than the previous high during wartime 1944, steel 
became increasingly short in supply throughout the year after Korea. 
In July 1950, inventories of steel were low: the lengthy 1949 steel 
strike had left stocks depleted when an upsurge of steel buying began 
after the 1949 recession. Production of civilian goods using steel 
automobiles, buildings, refrigerators—during the last 6 months of 
1950 continued at record-breaking peaks. Steel was being chewed 
up at a faster rate than it was produced in the mills, leaving the in 
ventories of steel even lower. The Administrator of the National 
Production Authority, Mr. W. H. Harrison, emphasized this circum- 
stance in his testimony before your committee in January L951: 

You know it is an intriguing thing; never has the American economy proceeded 
at such a rapid pace as it has in the last 6 to 9 montbs of 1950. I think it is a 
fair general characterization to make * * that we were chewing materials 
and metals up at a faster rate than we were producing them, and regretfully 
that thing could not have continued because we had depleted our inventories, 
had depleted our pipelines. It became dreadfully expensive to do business 
because of that depletion. Yes; we have no inventories and no pipelines. 

During the winter and spring of 1951, the shortage of steel reached 
acute proportions, particularly to the small steel fabricators: letters 
poured into your comm tee from these small steel fabricators, reciting 


their difficulties in obtaining even small amounts of steel—this short- 
age forcing some of them to close their shops. Mr. Lester IE. Kness. 


of the Kness Manufacturing Co. of lowa, wrote the following letter 
to your committee on January Lh. duoe: 

Insofar as we are concerned, the situation is critical in that we have beer 
forced to close our plant and our men are idle. During the last quarter of 1950 
we were unable to obtain any steel whatever. 

Meanwhile, the larger segments of industry continued using steel 

larger quantities, maintaining records of high civilian production ; 
automobile and truck production in the first 6 months of 1951, for 
instance, t opped the record of the first 6 months of 1950. Large cor- 
porations could continue at this high rate of civilian production in 
large part because of their established historical and sound customer 
relationships with the mills. Some industrial giants, for example, 
were financing steel production and expansion, clearly giving them 
first call on steel deliveries. While these sources of supply were still 
assured to the big steel users, those smaller fabricators who had 
found it difficult to get on mill schedules even during peacetime L948, 
1949, and 1950 were completely out in the cold after June 25, 1950. 
Furthermore, the normal demands placed upon steel warehouses were 
multiplied manyfold at the same time their inventories were at all 
time low levels, so that the steel mill’s answer of “go see your ware- 
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houseman” was scant comfort indeed. ‘Typical of the numerous com- 
plaints to your committee from small fabricators is the following from 
a Minnesota manufacturer who wrote to your committee in March 
1951, with respect to his difliculties in obtaining steel : 

We have written to all of our steel suppliers but have had practically no re- 
sponse, or almost no success, in getting steel with the exception of one sup- 
plier who did furnish us a limited quantity of reject sheets. * * * Judging 
from the letters from our suppliers, we will not be able to continue operations 
unless something is done to help the small manufacturer. 

[Instead of giving an across-the-board cut of steel to all of their custom- 

s, the mills were turning down by 100 percent the orders of some 
eustomers. One small steel fabricator, a customer of Bethlehem Steel 
since 1925, testified before your committee last January that he had 
not been ab le to receive one porn of steel from Bethlehem during the 
last 6 months of 1950. In July 1950, Bethlehem wrote to him: 

We deeply regret that because of the large influx of orders our mills are fully 
scheduled on wide flange through the third quarter, and we are forced to return 
your above order. 

In the same letter, Bethlehem stated that this customer would imme- 
diately be put on Bethlehem’s quota basis and advised later. A month 
later Bethlehem advised this customer that his steel would not be 
shipped in October. After more such correspondence, no steel was 
shipped at all. At your committee’s hearings, the chairman asked this 
steel fabricator why a-bigger company who placed an order would 
be entitled to a priority over the smaller one. The fabricator replied: 

They wouldn’t be but they are. They are getting it. We are a small fabri- 
ecator and we are just being pushed around, that is all. 

(CHAIRMAN. YOu mean you are easier to push around? 

Witness. Yes. 

Even after this steel fabricator had defense-rated orders for his steel, 
the Bethlehem Steel Co. did not fill his DO’s. In June 1951, Bethle 
hem wrote to him: 

Dear Str: We are enclosing your order dated June 12, 1951, as we are unable 
to schedule same at this time. We regret to advise that our DO set-aside ton- 
nage for the third quarter on Shapes has been completely specified and we are 
unable to accept DO orders for the fourth quarter at this time. 

With the increasing scarcity of steel and other basic materials after 
Korea, the Government recognized the immediate need for some form 
of controls to insure that the steel tonnage required for the military 
and defense-related programs would be given the right-of-way in 
steel mill production schedules. Orders M-1 and Regulation 2 issued 
by the Defense Production Authority in October 1950 provided the 
basic pattern for steel allocation, requiring that defense orders be 
inserted in mill schedules ahead of orders previously accepted for 
civilian use. When that was done, shipments of heavy tonnage were 
pushed back and the backlog on producing mills was further increased. 

Such a system worked to the disadvantage of the small manu- 
facturer: The smaller fabricators in late 1950 and early 1951 were 
not yet receiving defense contracts, and were, therefore, unable to 
place DO orders with the mills; big companies—automobile, electric, 
aircraft—with defense contracts were placing DO orders for steel and 
at the same time receiving steel for continued civilian production. 
Basic expansion defense programs were also ahead of the smaller 
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fabricators on the list for steel. These small fabricators were thus 
unable to continue their levels of civilian production for lack of steel. 
Designed, however, to help the smaller —_ ating units obtain steel 
was the steel wareliouse order, M-6, issued by the National Produc- 
tion Authority on December 8, 1950. This order made it mandatory 
for steel producers to maintain a regular flow of steel to warehouses 
and to distributors, requiring each steel producer to allot to each of 
his distributor customers a percentage ef each product that had been 
distributed to them during the base period from January 1 through 
Septemer 30, 1950. At your committee hearings on material short- 
ages, the head of a warehouse expressed the following opinion on 


Regulation M-6: 


Regulation M-—6, as originally conceived by the NPA, in conjunction with the 
steel warehouse advisory group, was a step in the right direction and would 
perhaps have relieved us of many of our present problems. However, somehow 
and somewhere along the line the teeth were extracted and what was intended 
to be an order became merely a guide and an admonition to steel producers 

. : : : 4 ; . 

By the end ot L950, warehouse Inventories wht h had been reduced 
by 40 percent of their levels at the beginning of 1950 were thus of lim 
ited and inadequate help in keeping the supply of steel flowing to 
small manufacturers. 


Tue STeet Gray Market 


As the shortages were Increasing unduly for these small steel users, 
and less and less steel was available on the civilian market to them 
through regular warehouse and mill channels, the baby gray market 
in steel blossomed into a tremendous traffic. The demand of the 
military and atomic energy programs for additional steel, the mainte 
hane eof high levels of civilian produc tion coup led with an in: idequ: ite 
increase in production and insufficient Government regulations, nursed 
anembryonic gray market into an active threat to the existence of small 
business. 

Businessmen were able to understand that the defense program re- 
quired steel and that they were not able to get sufficient quantities, but 
they were not able to understand why steel was available if they were 


able and willing t ) pay the price. Your committee considered this 
situation serious iam to varie public hearings. The chief pur- 


pose of these hearings was to determine the sources of this gray-market 
steel and to determine what could be done to keep or return this steel 
to the normal channels of distribution so that it would be made avail- 
able to the Nation’s industries—particularly small business concerns— 
at, a reasonable price. 

While there was much general information available as to the gray 
market, specific information that would o of value was difficult to 
uncover. Attempts to trace offers made in postcards and circulars 
were generally unfruitful. Most of the persons and firms sending out 
such literature were nothing but finders—if you wanted to buy the steel 
they would go out and loeate it for you. Ve ry few of them ac ‘tually 
had the steel that the “y were adve rtising. The businessmen who were 
buying on'the gray market were reluctant to divulge their source be- 
cause they wanted to be able to continue to get the steel when they 
needed it. In many cases the continued existence of a firm depended 

93741—52 
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upon its ability to get steel on the gray market, placing small-business 
men at the complete mercy of gray rmarketeers. 

Gradually the bits of information were pieced together to form a 
picture. In Pittsburgh, Chicago, Detroit, and Cleveland small-busi- 
ness men testified on their diffic ulty in securing steel while the brokers 
were telling, often boastfully, of tremendous profits and fantastic 
deals. Mr. David Livingston, general manager of the Tygart Steel 
Products Co., spoke contemptuously of gray marketeers, while ad- 
mitting that he made as much as 100 percent profit on some trans- 
actions. 

He testified that on one particular transaction he had purchased a 
quantity of steel for $7,079.79 and had resold the same steel for a 
total of $15,910.18. 

Mr. Seymour Waldman, of the Emergency Steel Service Corp., 
Skokie, Ill., related a fascinating success story to your committee. 
Prior to World War II, Mr. Waldman was attending Northwestern 
University and working part time in a Chicago mail-order house. 
He was discharged from the Army in 1946 and started buying surplus 
materials from the Government. 

Mr. Waldman testified : 


I investigated the possibilities of buying surplus materials from the Gov- 
ernment, and I found that steel was an item which was in demand, and an 
item which too many of the veterans did not know much about. I studied the 
markets, as best I could, and started to place orders with the Federal Govern- 
ment. That is how I started in business. 

Mr. Waldman further testified that he had started in business in 
1946 with only $1,300, and that he expected to net $280,000 on a 
gross business of $7,000,000 in 1951. Mr. Waldman complained of the 
heav y expense of doing business, particularly the monthly telephone 
bill of $4,000, but conceded that in spite of that “I am very happy 

with what we have done.” 

Mr. Waldman and the Emergency Steel Service Corp. were one 
link in a typical “daisy chain” of gray-market steel that was exposed 
at the Chicago hearings of your committee. Steel coming from the 
mill at from $5.20 to $5.90 a hundredweight was sold to end users for 
as much as $15.45 a hundredweight. While only one of the middle- 
men ever had actual possession of the steel, the paper representing 
it went through six hands in one case and even seven in the other. 
(See chart I.) 

One of the end users of this steel, the Daisy Manufacturing Co., of 
Plymouth, Mich., was required to pay a freight charge from La 
Crosse, Wis., to Plymouth, Mich., even though the steel had never 
been near La Crosse, Wis. Mr. Waldman of Emergency Steel Serv- 
ice explained that this procedure had two advantages: 

One is that we conceal the point of origin which naturally we are interested 
in doing, since we want to service Daisy Manufacturing Co. * * * 

Secondly, aside from the point of concealing the item, as I said before, it 
does allow us to make our customary 10 percent. Now were we to raise the 
price of the item, the price to the buyer, we believe psychologically that the 
price being higher his chance of is the steel is greater if he is quoted a 


lower price, and a more distant f. o. b. point. It is just a psychological sales 
technique. 
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When asked why his firm had resorted to the gray market for steel, 
Mr. Cass Hough, of the Daisy Manufacturing Co., testified: 

[If we had not purchased from brokers] it would have thrown 500 people 
directly out of work in our place. We could not run our plant on a 10- or 12- 
percent capacity basis. 

Mr. Milton Karn, of the K & G Steel Sales Co., of Chicago, testified 
that he was in the business of buying and abe steel. He further 
testified that his principal sources and customers were in the steel 
business and that probably only 20 to 30 percent of his sales in steel 
were to end users. Mr. Karn testified that he did not own a ware- 
house, that ordinarily he did not buy steel until he had a customer 
ready to buy it from him, but that he did from time to time rent 
space in a public warehouse to inventory steel. 

Mr. Isadore Forman, a broker from Pittsburgh, admitted that he 
had gone into the steel business because he had heard that steel was 
scarce and expensive. He further testified that he did not in fact 
own a warehouse and that he knew little about the steel business. 

Similar stories, but with different characters, evolved from the 
hearings of your committee in Detroit and Cleveland. Trugas Con- 
structors, Inc., of Detroit, was forced to file a petition in bankruptcy 
because their supplier could not get the steel necessary to build t: anks 
that they needed. The Livernois Tank Co. was se Hing considerable 
quantities of steel for as much as $19.25 a hundredweight. The Oak- 
man Manufacturing Co. was selling steel through dummy companies 
to end users at prices ranging as high as $18.75 a hundredweight. 
Charts II and III outline these operations. 

Police files on two Detroit brokers, Nathan and Harry Freedland, 
showed arrest records on charges of operating handbooks. When 
asked spec ific ally if the Af had ever operate cd hs indbooks. both declined 
to answer on the grounds their answers might tend to incriminate 
them. 

Mrs. Yetta Dubin, a housewife and sister-in-law to Nathan Freed- 
land, testified that she was paid $100 a month to receive checks at 
her home and transmit them to Max Derin at the Oakman Manufac- 


CHart II 


LIVERNOIS TANK CO. 


PRICE HISTORY OF 13,050 POUNDS OF STEEL 
MARCH, 1951 


| BeLt ano | 


| THORN 
| CHICAGO 
| 
AT 
| DUBL-L | 




















Pree eee 
| BETHLEHEM| —| PRODUCTION LIVERNOIS | | HOWARD | is.6seue* 
| STEEL STEEL COIL TANK CO STEEL CO STEEL CO. | 
MILLS INC. CHICAGO CHICAGO 
AT AT AT AT 
5.95¢ LB. 7.25¢LB 14¢LB 15.25 $LB 
INQ PORAY INC 
CHICAGO 
aia Ee eee a 
AT 
17.50 $LB 


* BELL AND THORN REJECTED STEEL 
DUBL-L THEN RESOLD TO PORAY,INC., 
THE FINAL USER OF THE STEEL. 
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turing Co. Victor Rothberg, head of the V & R Steel Co., testified 
that he had sold steel at $19.50 a hundredweight and that he sold 
only to brokers. Police records showed that Rothberg had been 
arrested for operating handbooks. 

The Zack Metal Co. had sold 200 tons of copper to Kaiser-Frazer 
Corp. at 24.5 cents per pound, the regular producer’s price. Zack 
had to pay prices ranging between 40 and 50 cents a pound in order 
to complete the order and had a loss of approximately $104,000 on 
this _— of the transaction. In exchange for the copper, Kaiser- 
Frazer sold Zack 1,500 tons of steel at 10 cents per pound, Zack 
a this steel to four steel brokers in Detroit at prices ranging 
from 18 to 1814 cents per pound. Zack recouped his loses and made 
a profit of approximately $163,000 on the entire transaction. This 
transaction is outlined in chart IV. 

Other witnesses in Detroit told similar stories of fantastic profits 
and fantastic prices for steel. 


CHartT lV 


ZACK METAL COMPANY 


BARRY STEEL | [CANADIAN __ 
CORPORATION j WESTINGHOUSE CO. 
DETROIT | HAMILTON, ONTARIO, 


toe POUNDS | — 
















: 380,000 POUNDS 
AT 18.5¢ PER LB AT 20.6¢ PER LB 





HAROLD S. MAHLER 
AND CO, DETROIT* 


1,610,000 POUNDS — 
AT 18¢ PER LB | MOTOR METAL 
MFG. CO.** 


DETROIT 
142,000 LBS. AT 18.5¢ 
153,000 LBS. AT i8.75¢ 















KAISER- FRAZER 
CORPORATION 
3,000,000 POUNDS 
COST OF STEEL 
TO K-F 

10¢ PER POUND 















3,000,000 POUNDS 
COLD ROLLED 

COIL STEEL FROM 
VARIOUS SOURCES 


MW. ZACK 
| METAL COMPANY 

| 3,000,000 POUNDS 
AT 10¢ PER LB 








[SIDNEY KNOLL 

| STEEL CO, INC 

| DETROIT 

790,000 POUNDS 
AT i8¢ PER LB 
a 


[ KALOEN SHEET - vaRIOUS 
| STEEL CORP | 


, PURCHASERS 
DETROIT — AT 12¢ TO 19.25¢ 
220,000 POUNDS PER POUND 
AT 18.25¢ PER LB | 
J - — 





* Mohler sold 812,000 pounds 
to Kolden ot 18.5¢ per pound 
** Mohler price to Motor 
Meta! — |8.5¢ per pound 
Knol! price to Motor 
Metco! — 18.75¢ per pound 











Nor was the story any different in Cleveland. Mr. Lester Wien 
testified that his highest selling price for steel was $20 per hundred- 
weight. The mill price for this type of steel was approximately $6 
per hundredweight. Mr. Albert Singer, president of the Singer Steel 
Co., was selling steel to the Manchester Steel Co., operated by his 
brother, Jerome Singer. Jerome had a desk and a — in his 
attorney’s office and with those facilities sold approximately $500,000 
worth of steel in 1951. 

While the controlled materials plan of distribution for steel during 
the last several months of 1951 had some effect in channeling steel 
back into regular channels, hence making it available at a reasonable 
price, the OPS regulations were completely ineifective in holding 
down the price. Under the general ceiling price regulation, the price 
that could be charged for steel depended upon the price that the firm 
or individual had “charged during the base period of December 19 
1950, to January 25,1951, inclusive. Steel was in very short supply at 





—_—_—————— 


ee wa IOeesr wwe 


— 


REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 35 


that time, which meant that the brokers’ and gray marketeers’ prices 
were legalized extremely high. 

A supplementary regulation allowed resellers to raise their ceiling 
price to cover any increased costs incurred by them up to May 28, 
1951. This supplementary regulation further inflated the price of 
gray-market steel. 

Realizing this early in its inquiry, your committee pressed for a 
tailored regulation to cover the price that could be charged for steel. 

On November 29, 1951, during the course of rh committee’s hear- 
ings in Detroit, OPS announced the issuance of CPR 98, a new regu- 
lation governing the resellers of iron and steel. The regulation, 
effective December 15, 1951. was designed to establish resellers’ ceil- 
ings at normal levels of distribution and thus prevent gray-market 
operations. 

Your committee is of the opinion that CPR 98 should go far in re- 
mov ing the re pre -hensible features of the steel gray ni rarket. 

With the cut-backs imposed on the use of steel by the controlled 
materials plan and a regulation directed against it, the gray market 
should not be able to survive much longer to any significant degree, 


CONTROLLED MATerIALS PLAN 


A year ago, when the shortage of steel was becoming more and more 
acute, when complaints from small manufacturers upon the unav: ne 
ability of steel came in increasing numbers, your committee held : 
series of hearings on steel, aluminum, and plastics to determine the ex- 
tent of those shortages and their effects upon the small manufacturers. 
The steel hearings showed (1) that small manufacturers, for lack 
of steel, were having to cut back their production in many instances 
below the break-even point, while larger manufacturers, able to secure 
steel, continued high-level civilian production; (2) that a lack of co- 
ordination between the Department of Defense and the National Pro- 
duction Authority on timing the military steel requirements and tim- 
ing of civilian cut-back orders opened a gap that was proving fatal to 
small business; (3) that small manufacturers were not able to obtain a 
sufficient volume of war contracts to take up the slack created by the 
material shortages; and (4) that the DO system, then in effect, was 
inadequate to assure delivery of materials to bidders promptly enough 
to guarantee meeting the military’s timetable. From the facts brought 
out in the hearings, your committee concluded in its report on material 
shortages: 

It appears absolutely clear to your committee that the present system of con- 
trols is not sufficient unto the demands of the situation. While the NPA has 
been naturally and properly hesitating about risking a recurrence of the flaws 
of the earlier World War II priority system, their caution may have permitted 
abuses and dislocations equally injurious to our economic system, although re- 
sulting in less deafening public outcry. 

The primary recommendation of your committee was— 


the establishment by NPA, at as early a date as possible, of some general form 
of controlled materials program, including the allocation of steel to specific end 
uses, along with other critical materials to insure that the quantities of such 
materials not required for defense and stockpiling purposes will be reserved 
for the most essential civilian purposes. 
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On July 1, the controlled materials plan for steel, copper, and 
aluminum became effective. The Defense Production Authority 
described the advantages of CMP as follows: 

In essence, CMP is a simple plan—a tested method for authorizing and assur- 
ing the production of defense and defense-supporting items. With CMP, NPA 
will tell producers what the Government has to have; it will furnish the time- 
table for getting things done; and it will give producers the authority to carry 
out the program. This authority is expressed in terms of an authorized pro- 
duction schedule to obtain and use controlled materials and a preference rating 
on other materials and components needed to complete the job. The authoriza- 
tion or allotment of steel, copper, or aluminum under the controlled materials 
plan is not a hunting license; it is a cashier's check on the known supply. 


1. OVERALLOCATIONS 


But during the transition to a complete controlled materials plan 
in the third quarter, the cashiers’ checks bounced. Small manufac- 
turers with their CMP tickets found it as impossible to place orders 
with the mills as before under the defense-rated order system. Dur- 
ing the third and fourth quarters, the National Production Authority 
issued CMP tickets far in excess of mill production; the mills there- 
fore could not fill all CMP orders. Complaints anew came to your 
committee from small manufacturers who had expected to have their 
CMP tickets honored but were thus turned down. One wrote: 

As a small business in the steel-fabricating industry we are facing a possible 
shut-down in the fourth quarter of this year due to our inability to get steel. 
We were granted a third and fourth quarter allotment of steel but of these 
allotments we were able to place orders for only one-third of the third quarter 
allotment and a like amount for the fourth quarter. We have enough of a back- 
log in permitted work such as schools and industrial buildings, but we face 
a shut-down due to our inability to get steel. There is some inequality in the 
allotment of steel and we would like to see it corrected. 

Your committee again conducted hearings in July to discover how 
and where the CMP program was breaking down. Subcommittee 
Chairman Blair Moody opened the hearings by saying: 

We want to find out where the steel is going because small business is not 
getting any. * * * So far as its present investigation of the steel shortage 
in regard to small busines is concerned, this subcommittee of the Senate Small 
Business Committee is a bureau of missing steel. 

During these steel hearings, the committee found (1) a substantial 
gray market; (2) some big businesses as well as little were being 
nit by the oa shortage, although not to the same extent; (3) armed 
services were guilty of poor timing in their demands for steel which 
would not be used for several more months. Although steel produc- 
tion had reached the record rate of 2,000,000 tons per week, demand 
was far outrunning the supply. 


2. NO ALLOCATIONS 


The CMP program in the third quarter was still in the unsatis- 
factory transition stage ; i gave CMP tickets to manufac vate rs of some 
4,000 class B products, which included certain civilian- type products, 
industrial machinery and equipment, and components needed for de- 
fense. But consumer durable goods and all others not included in 
defense programs were supposed to obtain their steel on the open-end 
free market. According to Government planners, some 15 percent of 











ind 
ity 


sur- 


me- 
rry 
TOo- 
ing 
Za- 
als 


an 
1C- 
rs 
lr- 
ty 


ur 
wr 


le 
el, 
Se 
er 
‘k- 
ce 
he 


ot 
ze 


Ll 
il 


d 
h 


REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 37 


the steel production would be available on the free market for those 
manufacturers without CMP tickets. NPA Administrator Manly 
Fleischmann explained in a speech at the Consumer Durable Goods 
Conference last May that— 

We want to try the open-ended CMP for the third quarter, and we are going 
to try to make it go. But if it doesn’t go, civilian production is not going to be 
allowed to be a casualty, because we will give allotments if they appear to be 
necessary. 

But steel on the free market virtually disappeared and the NPA 
cave few of these promised allotments. When even CMP allotment 
tickets were not honored at the mills, those without tickets were forced 
to deal in the OrTrTay market for steel or simply gO W ithout. There were 
no Government regulations earmarking a portion ot the stee] supply 
forthem. An entire segment of the steel fabricating industry was thus 
left without lecal means of obtaining steel during the third quarter as 
the mills would not fill orders without CMP tickets. 

A manufacturer of stainless steel watchbands who came to your 
committee for help exemplifies how the prevailing Government regu- 
lations under the DO system during the first 6 months of 1951 and 
the “sink or swim” open-end CMP system of the third quarter cut 
him off from adequate supplies of steel. On August 29, he wrote to 
your committee : 

After our discussions with you and NPA’s office, we compiled the necessary 
data they required under the hardship clause in M—14 and asked for the right to 
use stainless steel in the manufacture of our product. This was granted to us 
in their letter dated May 8, 1951, but from the time of our visit in February until 
the middle of July, we did not receive 10 percent of the necessary requirements 
of steel to stay in business on a break-even basis, only because we had no 
authority with which to procure the steel from the mills, despite the right to 
use it. The mills were willing to supply us provided we could give them some 
authority with which to replace the product they shipped to us. 

When it was apparent that the open-end of the controlled materials 
plan was virtually nonexistent and that little steel was available on the 
free market, the beginning of the fourth quarter saw the inauguration 
of a 100 percent controlled materials plan, under which all types 
of users of steel for civilian and defense production were given CMP 
allotments. 

8. RED-TAPE PAPER WORK 


The paper work involved in setting up the CMP program also 
worked to the disadvantage of the small manufacturers. This same 
manufacturer of watchbands was finally able to file for a CMP allot- 
ment for the fourth quarter when all steel products were to be included 
under CMP. In his same letter of August 29 to your committee, he 
described what he had to go through to file for CMP: 

On July 19 we filed for the fourth quarter. These papers were returned to us 
today, exactly 41 days after they were mailed to NPA’s office, as having some 
error, referred to in paragraph 2 of Mr. Fleischmann’s letter of August 24, al- 
though the classification on our original forms for the fourth quarter was made 
at the suggestion of Mr. Guither of NPA’s office here. 

Then on September 12, your committee received the following tele- 
gram from this watchband manufacturer: 

Re our letter to you August 29, we have had two additional requests for CMP 
4B forms to be filled out. This makes a total of five requested so far by NPA 
with no action on any of them to date. We received acknowledgment from NPA 
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August 30 * * * anda telephone call from Mr. Joseph B. Lennon, NPA of 
fice, September 5 at which time he promised to give us some answer within several 
days. I phoned Mr. Lennon today. He still promises several days more for an 
answer but has nothing to tell yet and no encouragement. If you will review 
my efforts and our situation I do not think we are or have been treated fairly 
by such procrastinations. Are we to continue to hang by our thumbs in our 
effort to survive or can we expect the Sparkman committee to insist upon and 
see that we get the necessary authority from NPA to stay in business? 
» - ; ; ; : ‘ — 

Your Small Business Committee, after consultation with the NPA 
officials, followed through to be sure that this manufacturer was 
finally given his fourth quarter CMP allocation ticket, which arrived 
almost too late for him to place his fourth quarter order with a mill. 


+, FIRST COME, FIRST SERVED 


Under the controlled materials plan, the program of steel distribu- 
tion from the mills was to operate on a first-come, first-served basis, 
whereby consumers lined up with their CMP tickets, all to be honored 
on an equal basis and orders filled in turn. But due to complaints 
from the steel producers that this first-come, first-served plan was 
disrupting their relationships with old customers, in August NPA 
modified this order, allowed steel producers to select the CMP orders 
they so desired to fill, and reject the others up to 15 days before the 
expiration of the lead times. ‘This left many small businesses and 
new manufacturers without regular suppliers hanging on the hook, 
not knowing until 2 weeks before delivery date whether their orders 
would be accepted or rejected. ‘The distribution on a first-come, first- 
served basis was not given enough opportunity to test the validity of 
the steel producers’ complaints; the first 6 weeks of the CMP program 
were compounded of confusion and chaos with serious over: ih ations 
of CMP tickets which could not be honored by any mills—therefore 
not a true test of the first-come, first-served system. 

Your committee is of the opinion that CMP is a failure so long as 
a CMP ticket cannot be considered a passport to an order of steel. 
Until the CMP allocations more nearly matched the supply as the CMP 
program became more skilled in operation, the modification of this 
order pared down to the fact that in the fall of 1951 steel was pro- 
vided by the mills to established customers with CMP tickets rather 
than to those who stood in line with CMP tickets. Small fabrica- 
tors again lost out by modification of this order. 

5. CMP BEGINS TO WORK EFFECTIVELY 

Gradually, however, in the fourth quarter of 1951, the CMP pro- 
gram had shaken itself down into a more workable and equitable feein 
of control of the distribution of steel. Fewer complaints came to 
your committee in the last months of 1951 when all users of steel were 
rationed their allotments under the CMP program. Also during the 
fourth quarter, although the demands were still high, the allotments 
of CMP tickets came closer into line with the expected supply of 
steel, thus making the cashiers’ checks pay off. By asauhee of 
1951, when the CMP was working more smoothly, DPA Adminis- 
trator Manly Fleischmann stated the broad aims of the c regan d ma- 
terials plan to your committee at hearings on December : 


The controlled materials plan was instituted as the most effective tested de- 
vice for carrying out the decisions that must be made with respect to the allo- 
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cation of the limited supply of steel. * * * Under the controlled materials 
plan, with the advice of an Interagency Requirements Committee, we are pro- 
graming and directing the flow of steel and other controlled materials to.meet 
the objectives of our mobilization effort. Of necessity, the flow of steel differs 
now from what it would be under normal peacetime conditions. If normal 
historical patterns were used, as has been advocated, we would be back with a 
bumper crop of automobiles and radios and a pitifully small number of machine 
tools. Obviously this cannot be tolerated if we mean business in the mobilization 
effort. 


SHORTAGE OF STEEL / 


The primary assumption of your committee’s report on steel is that 
there has been a shortage of steel during 1951, which has worked hard- 
ships on small steel pene Since the controlled materials plan 
has gone into effect, however, a basic argument among the steel pro- 
ducers and Government officials has been: “Is there really a short: ge 
of steel?” Opinions have ranged from that of DPA Administrator 
Manly Fleischmann, that “There just is not enough steel to go around,” 
to Defense Mobilizer Charles E. Wilson’s statement that “the Gov- 
ernment doesn’t contend there’s an ‘over-all’ shortage of steel, and 
never has,” to Bethlehem Steel’s Chairman Eugene G. Grace, that “all 
I can see is overproduction—and soon.” <As long as the demands for 
steel are above the supply available, the conclusion is that currently 
there is a shortage of most types of steel. Your committee explored 
the over-all problem of a steel shortage in recent hearings on Decem- 
ber 3, at which time DPA Administrator Manly Fleischmann matched 
the demands of the claimant agencies for steel for the first quarter of 
1952 with the supply available as follows: Carbon steel demand, 156 
percent of supply: alloy steel demand, 159 percent of supply; stain- 
less steel demand, 168 percent of supply. 

Within the category of carbon steel, the requirements for structural 
steel were 205 percent of supply and for plates 180 percent of supply. 
The crux of whether or not these figures represent a shortage of steel 
rests upon whether the demands are realistic. Mr. J. V. Honeycutt, 
assistant vice president of Bethlehem Steel Co., stated at your com- 
mittee’s hearings Bethlehem’s views that these demands are unreal- 
istic and cannot be considered the “real steel demand.” He said: 

These days we have new terms to express steel demand. The terms “steel 
requests” and “stated requirements” are used interchangeably with “demand 
These terms are those employed in the operation of controlled materials plan. 
It is our opinion that the so-called requests or stated requirements are greatly 
inflated and it is a fallacy to think of these tonnages as representative of real 
demand. 

Using the civilian demand to illustrate his point, Mr. Honeycutt 
continued : 

The so-called civilian demand is the result of the addition of many thousands 
of requests or stated requirements. I do not believe this total represents real 
demand. ‘The reported stated requirements for the first quarter of 1952 furnishes 
an example. It was announced that for this quarter the stated requirements 
were $2,954,000 product tons including military. This would require an annual 
ingot capacity of 176 million tons. The current total steel production of the 
world, excluding Russia, would fall short of meeting these stated requirements. 
An analysis of these first quarter stated requirements indicates that requests 
emanating from other than military sources and the automotive industry aver- 
aged, over all, approximately twice their 1950 quarterly consumption. Steel 
shipments in the year 1950 established an all-time record. In my opinion and 
the opinion of the steel industry as reported to C. E. Wilson, this is a totally 
unrealistic demand. 
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Manly Fleischmann answered Mr. Honeycutt in the hearings: 

I think it is certainly true that there is some inflation of material needs for 
some programs. * * * ‘To counteract this tendency, the staffs of the Office 
of Program and Requirements, DPA, and of the NPA Steel, Copper, and Alumi- 
num Divisions, work very closely with the various claimant agencies in the 
development of their requirements. As a result of this, I think it is generally 
true that the claims presented for the first quarter represented reasonable judg- 
ments as to the urgent needs. 


Mr. Fleischmann added: 


In connection with this observation, I think it is significant that the steel 
industry has never suggested that its own requirements for steel for expansion 
were unrealistic or exaggerated, although they have increased on a quarterly 
basis over 1950 consumption for the same purpose by some 600 percent, 

For more accurate screening of the military demands for steel, 
since your committee hearings of December 3, DPA has instituted a 
new procedure of asking the military to back all their requests for 
structural steel with detailed plans and specifications for their con- 
struction programs. Estimates are that this method may reduce 
structural steel allotments to the military by 50 percent in the second 
quarter of 1952 

Manly Fleischmann presented the following charts to your com- 
mittee hearings, illustrating the uses of carbon and structural steel 
in the 1950 base period, the present steel requirements, the CMP allot- 
ments, and the first quarter 1952 supply. 

sy curtailment of civilian production and increased steel produc- 
tion 414 million more tons of aan steel per quarter is now available 
for defense and defense-related projects than were used for these 
purposes before Korea. The charts show where these 414 million 
tons are going: 


Tons 
Direct military production © nae rishi ei eniih aceastaiginmninne a Sg ee 
Machinery and equipment 7 i sa nlite gcd lance aisiiomsiesben aura, “i 
Transportation equipment____--- wae a sis 750, 000 
Industrial and facilities expansion progr: DR iicidatawintnmninantinienctgm mes 660, 000 
Component parts heal issase baal Minnis teiiaidaconiinio 500, 000 
Con ‘ liners and packaging equipment i ta ag lie iach tt te 425, 000 
ECA, OIT, Canadian export — Suis 200, 000 
C anaeenios of power generating and transmission n facilities. ' .~ 140,000 


These figures include an overallotment of 12 percent of the 414 
million tons for attrition, the estimated amount of overallotment nec- 
essary to make full use of mill production when some programs are 
changed or canceled at the last moment. As Manly Fleischmann ex- 
plained: 

If we made allotments to cover only the anticipated supply, there would be a 
loss in production because less than enough orders would get to the mills than 
would be required to take up full production. 

At your committee hearings on the shortage of steel, Manly Fleisch- 
mann summed up the Government position in contrast to some of the 
steel industry’s position, that a shortage does exist: 

If there were sufficient steel and other metals to meet all our needs, both de- 
fense and civilian, there would be no reason for the controlled materials plan 
and the conservation measures that, in my judgment, are so essential today. 
IT assure you that if there were sufficient metal available, I would be the first 
to advocate the abolition of controls. * * * The shortage of steel was not 


created by the controlled materials plan. Rather, it is a result of the enormous 
mobilization effort that we have undertaken. 
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CARBON STEEL-Its Use —— 


Pre-Korea and NOW 


4.5 
(Millions of Tons) 


AV. QTR. Ist HALF 1950 = i 
REQUIREMENTS Ist QTR. 1952 EZ a 


FJ ALLOTMENTS Ist QTR. 1952 y Ms FR PASSENGER  OTWER woTOR 
6000S CARS VEHICLES 


19 Le 


DEFENSE exaNeo’ AND OAS. onan MACHINERY — TRANS- 


EXPANSION 


AND EQUIP, PORTATION 
TOTAL CONSTRUCTION EQUIP 
G45 @274 €35.2 OPI-NPA 


AV. QTR. Ist HALF 1950 USE .. . 16.2 MILLION TONS 
REQUIREMENTS Ist QTR 1952. . 28.9 MILLION TONS 
ALLOTMENTS Ist QTR. 1952 . . . 21.8 MILLION TONS 


Ist QTR. 1952 SUPPLY 19.4 MILLION TONS 


U. S. DEPARTMENT OF COMMERCE NATIONAL PRODUCTION AUTHORITY Office of Public information 


STRUCTURAL STEEL-Its Use 
Pre-Korea and NOW 


Thousands of Tons 


AV. QTR. Ist HALF 1950 
ZZ REQUIREMENTS Ist QTR. 1952 
380 [E5) ALLOTMENTS Ist QTR. 1952 


yannon AND GAS. rm MACHINERY TRANS- —-EXPORTS ALL 
AND EQUIP, PORTATION OTHER 
EQUIP. 


TOTAL CONSTRUCTION 
E35 490 380. E3720 OPI-NPA 


AV. QTR. Ist HALF 1950 USE. . . 1.0 MILLION TONS 
REQUIREMENTS Ist QTR. 1952 . . 2.6 MILLION TONS 
ALLOTMENTS Ist QTR. 1952 . . . 1.6 MILLION TONS 
Ist QTR. 1952 SUPPLY ...... 1.4 MILLION TONS 





U. S. DEPARTMENT OF COMMERCE NATIONAL PRODUCTION AUTHORITY Office of Public Information 
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Prosprects ror 1952 


The prospects for easing of the steel shortage in 1952 are far more 
optimistic than for the other basic metals of production such as 
aluminum, copper, and nickel. Production is expected to top all 
previous levels, reaching 108,000,000 to 109,000,000 ingot tons in con- 
trast to 1951’s record production of 105,000,000 tons. Expansion 
programs will be in stages of near completion by the end of 1952, 
thus releasing quantities of structural steel for civilian use. The 
military is expected to use increased amounts of carbon steel for 
end military items as the production lines for defense move into 
higher gear, but total increased steel production will absorb most 
of this increase by the end of 1952, with some further cut-backs 
for civilian production during the first, second, and third quarters. 

The major bottleneck threatening increased steel output in 1952 is 
the extremely short scrap supply. Despite many exhortations and 
campaigns, scrap is coming to the mills in quantities much smaller 
than that required to maintain present productive rates, to say noth- 
ing of meeting increased requirements. During the first week of 
1952, eight steel furnaces of the United States Steel Corp. have be- 
come inoperative through lack of scrap supplies, and many hundreds 
of other closings are predicted unless scrap again floods into = 
major steel-producing areas. Mills and foundries during 1951 wer 
operating on perilously narrow margins of scrap inventories of 3 or 
4 weeks’ supply in contrast to the 2 months’ inventory considered 
normal. The fourth quarterly report of the Director of Defense 
Mobilization takes special cognizance of the scrap problem in the 
following words: 


More Steet Is NeepeD To MAINTAIN STEEL OuTPUT 


Steel scrap is today in critically short supply. In most cases, steel producers’ 
inventories are down to the level of a few days’ consumption. 

To support steel production at capacity, 3 million tons of scrap a month must 
be supplied to the steel mills. Although this level was not met in 1951, it was 
exceeded by a substantial margin in 1950. It is clearly a feasible goal for the 
coming year. 

In order to increase the supply of scrap to the steel mills, 1,200 scrap mobili- 
zation committees located strategically throughout the country have been set up. 
These committees are organizing scrap drives covering industrial plants and 
business establishments. Serap in the possession of the Armed Forces and 
other Federal agencies and on farms is also being located. 

Intensive scrap collections and continued activity throughout 1952 
will be necessary to avert the catastrophe of curtailed production and 
rearmament due to losses of steel production through lack of scrap. 

The second bottleneck to steel production is the scarcity of alloys— 
manganese, nickel, etc.—needed in the production of steel. Unless 
more of these alloys can be diverted to the steel industry, certain 
types of stainless and high-quality steel will be unavailable in needed 
quantities during 1952. 

But in a of these difficulties, the outlook on steel for 1952 is good, 
Defense Mobilizer Wilson’s comments for 1952 are: 

I firmly believe, moreover, that for the over-all program there is light ahead. 
During the first 6 months of 1952 we shall move through a wood of shade and 
sometimes darkness. But then I believe we shall come out into the clearing, 
with greater production, with more assurance of meeting our schedules, and 
with more supplies for the civilian economy. The task is far from hopeless. 
It must and will be achieved. 
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MILITARY REQUIREMENTS FOR STEEL 
PERCENT OF EXPECTED SUPPLY 


The proportion of steel supplies taken for military production 
will nearly double within the next year. 


PERCENT 
20 —— 





1951 1952 


SOURCE: Department of Defense Note: Excludes requirements for stockpiling 





NEW STEEL PLANTS ARE ONE-THIRD BUILT 
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CHAPTER I 
PART 2—ALUMINUM 


Light, strong, and versatile, aluminum has been called the theme 
met: al of the twentieth century. This year that theme has become a 
jarring discord for a good many thousand small manufacturers whose 
entire “production depends upon the availability of this strategically 
important metal. Your committee has worked hard to ease the shock 
of the diversion of the major portion of the aluminum supply to de- 
fense production. But now that shock cannot be safely postponed. 
Your committee believes that for the next 3 years there can be little 
aluminum available for nonessential civilian production unless the 
mobilization program is sharply curtailed. 

The commercial history of aluminum dates from 1886, when Charles 
Martin Hall in the United States and Paul Heroult working in France 
independently found that aluminum could be made by passing an elec- 
tric current through alumina dissolved in eryolite. Although alu- 
minum particles had been extracted from minerals as early as 1825, 
no commercially practical method had been known until the Hall- 
Heroult process. Development of the industry in the United States 
was slow until 1910. Although the price fell from $5 a pound in 1886 
to 22 cents in 1910, production of primary aluminum never exceeded 
17,000 tons. The period from 1910 to 1940 brought a tenfold increase 
in production, By 1939 United States output was at the annual rate 
of 165.000 tons. 

Prior to World War IT primary aluminum in the United States was 
produced entirely by the Aluminum Co. of America—Aleoa. Its 
cost was still high in relation to other metals. Chief consumption 
was in the manufacture of electrical appliances and machinery, trans- 
portation, and cooking equipment. 

Aluminum came oftage with the outbreak of World War II. Presi- 
dent Roosevelt’s call in 1940 for the production of 50,000 planes a year 
ga ag wee an astounding expansion of aluminum production. 

s there had been only one producer of primary aluminum in the 
he for over half a century, the Government was anxious to find 
an independent to participate in the expansion program. Although 
several companies expressed interest, Reynolds Metals, an indepe nd- 
ent fabricator since 1926, was the only company that entered the field. 
Private financing in the amounts necessary to construct an aluminum 
plant was unavailable. Government credit was necessary, and the 
RFC eventually loaned a total of $46,000,000 to Reynolds, of which 
over $17,000,000 has since been repaid. Reynolds commenced produc- 
tion on May 18, 1941. 

The benefits of competition are well illustrated by the entry of Rey- 
nolds. Aluminum had sold for 20 cents a pound under the Alcoa 
monopoly before World War II. The day Reynolds announced its 
plans for constructing the Listerhill, Ala., plant, Alcoa cut the price 
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by 1 cent. By the time the plant was in operation, Alcoa had reduced 
its price another cent. By 1942 the cost of aluminum fell to 15 cents 
a pound. Even today, with steel selling for 80 percent more than 
1939, and copper, 120 percent more, aluminum still costs 10 percent 
less than it did in 1939. 

In addition to the Reynolds program of 80,000 tons, Alcoa em- 
barked on a $300,000,000 self-financed expansion program which at 
completion raised its ingot capacity from 170,000 tons in 1939 to 
330,000 tons. In 1941 and 1942 the Government through the Defense 
Plants Corporation instituted plant-construction programs that origi- 
nally called for additional primary capacity of about 625,000 tons. 
Subsequent plant expansions and improved performance brought the 
total United States capacity in 1944 to slightly less than 1,164,000 tons, 
of which about 57 percent, or 668,000 tons, were in Defense Plants 
Corporation plants. The nine DPC plants were operated by Alcoa, 
Reynolds, and Olin Corp.., whose operating shares of total Capa ity 1 
1944 were respectively 91.5, 6.9, and 1.8 percent. 


Primary aluminum production 
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At the close of World War II Alcoa was prohibited from acquir- 
ing any of the surplus plants under the terms of the Surplus Property 
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Act. Olin Industries, which had operated a DPC plant, withdrew 
when the Government-owned plants were closed down. 

In the summer of 1946 Kaiser became the third producer of primary 
aluminum when it leased three major Government-owned plants: a 
large alumina unit at Baton Rouge, La.; a reduction plant at Mead, 
Wash.; and a large mill at Trentwood, Wash. Kaiser purchased the 
Government-owned rod and bar plant at Newark, Ohio, and installed 
a foil mill at Permanente, Calif. Subsequently it purchased a smelter 
at Tacoma, Wash. By 1950 Kaiser had expanded to the point where 
it accounted for 20 percent of United States production, in compari- 
son to Aleoa’s 50 percent and Reynolds’ 80 percent. 

In addition to the three plants acquired by Kaiser, Reynolds leased 
or purchased three of the nine DPC plants. The remaining three 
DPC plants were either put in a reserve status or cannibalized. 
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In the 5 years after the war the three basic producers worked con- 
tinually to stimulate the demand for aluminum by developing new 
markets and new products. There had to be a considerable amount of 
pioneering. Many, many small manufacturers began to use aluminum. 
Whereas before the war there were scarcely 800 fabricators, the 
number reached 17,000 by 1950. Windows, roofing and siding, vene- 
tian blinds, awnings all felt the impact of the aluminum boom. 

Thus the United States entered its present mobilization program 
with civilian demands for aluminum at a rate close to 900,000 tons a 
year and production slightly over 700,000. Even before the emergency, 
customers were often on allocations from the producers. The situation 
was radically different from World War II. <A far greater segment of 
the economy depended upon the metal, and it was already in tight 
supply. 
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Shortly after the National Production Authority was established 
in September 1950 to implement defense production, a draft was cir- 
culated of a proposed “death sentence” for manufacturers of 202 
aluminum items. Although military requirements for aluminum had 
not yet been established, it was felt that it was necessary to eliminate 
nonessential uses of aluminum. Your committee strongly objected to 
this proposal. The committee felt that such a sudden blow to the 
thousands of fabricators involved would cause grave hardships, as the 
firms would have no time to shift to a substitute material or obtain 
some sort of war work. Furthermore, your committee believed that 
such drastic action should not be taken on a mere guess of military 
requirements. It urged instead an across-the-board percentage reduc- 
tion for civilian production that would spread the burden more evenly 
and result in fewer dislocations. 

The plan to issue the “death sentence” order was dropped tempo- 
rarily. On November 13, 1950, M-7 was issued, establishing a base 
period against which a percentage allocation for civilian use was 
authorized. December allocations were 100 percent of the base period, 
falling to 80 percent in January, 75 percent in February, and 65 
percent in March. 

In its series of hearings on material shortages in January, your 
committee examined the aluminum problem. Nigel H. Bell, Director 
of the Light Metals Division of NPA, stated: 


It is an unfortunate fact that the present primary capacity of our reduction 
plants is inadequate to fulfill all the defense requirements as they are told to us 
and at the same time satisfy all the demands of the civilian economy. Every 
present facility is being operated at full capacity, and reactivation of idle pot 
lines is moving forward with all expedition. Plans are well advanced toward 
the development of new capacity which will very substantially increase produc- 
tion. This will be a gradual expansion, and its full effect will not be attained 
until the latter part of 1952 or possibly in 1953. 

Meantime we are faced with the task of making certain that all defense re- 
quirements and supporting essential needs are adequately supplied. The prob- 
len is to do this with the least impairment to essential civilian operation, par- 
ticularly in relation to small-business enterprises. In order to do this, we care 
fully surveyed the potential, 


Many of the witnesses at the committee’s hearings were small manu- 
facturers who felt that the bottom had fallen out of their world. They 
were panicky. John E. Orchard, a manufacturer from Rutherford, 
N. J., expressed the feeling that was repeated by many of them: 

We would like to get some facts. That is all we are interested in. If we 


could get some sound, intelligent facts, that the Aluminum Division of the NPA 
could show us that they need this material, then we will silently fold our 


tents and stealaway. * * * If they need it, fine; let’s give it tothem, Frankly, 
I don’t believe there is any necessity for any restriction order to be issued at 
this time. * * * We are all in hock to the bank. We will go bankrupt. 


We can’t get defense business at the present time, because there isn’t any. 


The senior vice president of the Aluminum Co. of America, Dona- 
van Wilmot, pointed out to the committee that Alcoa was vitally in- 
terested in the problem of the small fabricator : 


Alcoa makes relatively few finished products in aluminum, preferring to leave 
this field to the many manufacturers of finished products in the country, both 
large and small. Its constant endeavor has been to help and encourage such 
manufacturers in the use of aluminum in every way possible. Alcoa’s hope has 
always been that the small users of aluminum will multiply in number and in 
crease in size because then their need for Alcoa’s products increases, and both 
benefit 


Mr. Wilmot traced the moves made by Alcoa to expand consumption 
of aluminum in the postwar period: 
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The problem facing the industry at the end of the war of how to find ways 
to absorb the output of its greatly expanded primary ingot-producing eapacity 
as well as the tremendous quantities of wartime scrap returning to the market 
gradually disappeared as markets began to expand rapidly. The upsurge in 
the use of aluminum was so great that during part of 1947 and nearly all of 
1948S Alcoa very reluctantly had to resort to allocations of its shipmet ts of 
aluminum products because its supply of metal was insufficient to meet the de- 


mand, * No matter how good it is, no allocation plan can be operated 
on purely scientific measurement alone, and now and then the inevitable ex- 
ception will be made to help some customer who is suffering an unreasonable 


or unbearable hardship. There is a sympathetic desire to give more to a small 


manufacturer who may be producing a single product made entirely or largely 
of aluminum. His plight is much worse, of course, than some of the concerns 
making diversified products in which aluminum may be u sed only in the pro 


duction of a few items of their total line. 

Richard Reynolds, president of Reynolds Metals €50;. i stified at 
the hearings. In referring to the committee’s work on the aluminum 
problem, he said: + 


Your committee is assisting in the mobilization of the aluminum industry 
by making every effort to keep this country’s skilled workers in sma lunu- 
facturing plants in readiness for military productior The President’s goal of 


50,000 planes a year and other equipment will require the full utilization of the 
men and machines in these plants. In addition, the long-term markets for the 
expanding output of the United States producers will be dangerously small if 
these small manufacturers are compelled to turn to other materials. We are, 
therefore, anxious that a satisfactory solution to this problem be found 

At its hearings your committee received testimony from 16 wit- 
nesses, and statements were submitted by many othe rs. In its subse- 
quent report on material shortages, issued on Febru: ary 5, 1951, your 
committee called attention to the special problem in the aluminum 
fabricating industry: 

By the so-called death-sentence order of NPA some 14,000 aluminum fabricators 
are going to be forced to go out of their present business. Figures were presented 
to the committee indicating that there would be sufficient aluminum left over 
after the stockpiling and military programs to permit limited civilian production. 
Certainly it would be folly to shut up these plants now and then discover at the 
end of the summer that there is an excess of aluminum. Once closed, these plants 
will be brought back to life with great difficulty, and every safeguard should be 
taken to make certain that it is necessary to sacrifice them. 

Despite the volume of testimony protesting the restrict ey a “death 
sentence” for nonessential users was issued on February 3, 1951, effec- 
tive April 1. From the information your committee hs dt on 1 milits ary 

requirements, the order still appeared to be unnecessary. The total 
aluminum saved would have been about 5 percent of the available 
supply. This saving did not seem to justify the extinction of so many 
small firms. Series of conferences were held on the subject. A confer- 
ence with Manly Fleischmann, head of NP: \, and William Harrison, 
of DPA, brought a rejection of the committee’s appeal for a postpone- 
ment of the effective date. 

rherefore, Chairman John Sparkman wrote Charles E. Wilson, 
Director of Defense Mobilization, on behalf of the committee on March 
17. He said, in part: 

I know that you share the concern of the Senate Small Business Committee 
with the plight in which the small aluminum fabricators of this country find 
themselves. * * * The crux of this critical situation is the so-called death 
sentence order of aluminum fabricators, which becomes effective Aprill. * * * 

In studying this problem, the attention of the committee has been directed at 
what appears to be a breakdown in the coordination of the allocation programs. 
With respect to aluminum, it is difficult to find an official vested with that ulti- 
mate responsibility which is inherent in sound management practices. * * * 
There is a lack of close coordination among the agencies concerned with alu- 
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minum. * * * ‘This committee therefore urges the immediate appointment 
of a single responsible head of the entire aluminum program who will be em- 
powered with full coordinating authority over all agencies of jurisdiction con- 
cerned with this important program. 

We are convinced that the “death sentence” order is an ill-considered step that 
is going to place an unjust and disproportionate share of the inevitable mobiliza- 
tion hardships on the smaller manufacturers. * * * Therefore we request 
you to postpone for at least 30 days the effective date of this order to permit 
further consideration and study. We believe that this can be done without 
jeopardizing our mobilization program; in fact, if it is not done, we feel that 
future defense production will be handicapped by the elimination of some of the 
highly skilled shops that will be necessary in an all-out defense effort. 


In response to this request Wilson granted an initial 30-day exten- 
sion to the committee. Later the effective date was postponed to 
June 1 and finally dropped altogether. 

April, May, and June allocations remained at a 65-percent level 
except for 200 items on the restricted list which were cut to 50 percent. 
Under CMP, which became effective July 1, allotments for the third 
quarter were about at a level of 50 percent of the base period. Fourth- 
quarter allotments varied from 10 to 35 percent for nonessential items, 
depending upon the availability of substitutes. The over-all civilian 
economy received about 46 percent of its requirements during the last 
quarter of 1951. 

Hints of another “death sentence” order were dropped more fre- 
quently in September by mobilization officials, and an effective date 
was mentioned. Discussing the order, the weekly staff report to the 
members of the Senate Small Business Committee stated on Septem- 
ber 29: 


Aluminum “death edict” again appears to be in offing after Thursday’s closed 
session of the NPA’s Aluminum Division. Despite the furor which was caused 
by a proposal last winter to close down some 14,000 fabricators making 200 pro- 
hibited items and the subsequent repeal of order M-7 at the request of the Small 

susiness Committees of the House and the Senate, this path has been chosen 
again to take effect January 1, 1952. Although the producers of the products 
which are to be prohibited are allowed only 46 percent of their base-period usage 
during the fourth quarter of 1951, they apparently are not dying rapidly enough 
to suit the NPA. Therefore all of them will be forced to suspend production 
completely on the first of the year, with scant hope of being able to resume opera- 
tion. Two powerful reasons against this drastic solution were either overlooked 
or outweighed during the session which resulted in accepting the new ban: (1) 
The amount of aluminum which would be saved by this order will be a tiny 
fraction of the total supply, and (2) according to responsible and highly placed 
officials in the NPA, “the aluminum crisis will be over the hump by mid-1952,” 
but 75 percent of all aluminum fabricators will be out of business should the new 
“Operation Guillotine” be made effective. 


This item brought a vigorous denial from NPA officials. In a letter 
to the chairman of the committee, Manly Fleischmann wrote: 


The statement which appeared as the second item on the first page of the 
Weekly Staff Report to the Small Business Committee, dated September 29, 1951, 
is inaccurate. Referring to an aluminum “death edict,” the statement said: 
“This path has been chosen again to become effective January 1, 1952.” This is 
incorrect. No determination has been made to issue any new order to prohibit 
the use of aluminum for particular items. On the contrary, it is the present 
National Production Authority policy to avoid any complete ban on the use of 
aluminum for specified items, when increased military requirements ust be met, 
by decreasing the CMP allotment to the entire category or less-essential products. 
Naturally we must have prenared a variety of measures including a prohibition 
order to meet contingencies in the aluminum situation not present now, but 
which may arise in the future. Reports of the preparation of such a prohibition 
for emergency use should not be confused with a determination to issue it. 


Shortly afterward, the Senate Small Business Committee joined 
; 
with the Banking and Currency Committees of both the House and 


it 
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the Senate and the House Small Business Committee for a hearing on 
October 12 to discuss the outlook for materials for 1952 with Manly 
Fleischmann and Charles Wilson. Mr. Fleischmann said: 

We were faced with this very real problem—lI dislike the phrase intensely, but 
it has been used so much that I will have to rely on it. Should we impose a 
“death sentence” on the users of these metals because of this need for aluminum? 
* * * Our judgment was no. We decided not to. We intend to stick to that 
decision just as long as it is humanly possible and we hope it will be possible 
indefinitely. 

With aluminum it is particularly important that we try to keep them going if 
we can because we will have new aluminum in volume, in the last part of 1952, 
and many of these concerns can then resume. 

But across the board, for the least essential, in the manner that I have defined 
it, the supply of aluminum will probably be cut to a very low level. It will be 
in the nature of perhaps 15 percent of the amount of aluminum * * * that 
those industries received in their best years. 

I full well know, and so does Mr. Wilson, and I say it with, believe me, a 
heavy heart, that many of those industries will not be able to survive. 

Some of them, the more adaptable, the more ingenious, those who can in 
some way change material or get into war production, will survive, and I should 
hope that that would be the majority, particularly of aluminum users, since 
relief is not far off. 

But we know of no other way to do it. We have canvassed every possibility. 
We have rejected the “death sentence” but still there is not enough copper and 
aluminum available to do more than just literally make a token delivery to 
those least-essential producers. 

However, the CMP does guarantee that at least those minimum amounts will 
be delivered to them. It is my hope and belief that a great many of the pro- 
ducers thus affected will be able to survive this very difficult period. 

On November 2, Manly Fleischmann appointed Samuel Y. Ander- 
son, Vice Chairman of the War Preduction Board during World War 
II, as “ezar” for aluminum. Anderson was charged with coordinat- 
ing the aluminum program—lining up new producers, obtaining ma- 
chinery for plants under construction, and developing power supplies. 
On February 5, 1951, the Senate Small Business Committee in its re- 
port on material shortages called for the establishment of a single 
office to treat all phases of the aluminum situation after it heard testi- 
mony that some seven or eight separate and distinct agencies were 
dealing with the production, allocation, expansion, export licenses, 
military requirements, exploration for sources of ore, power supplies, 
and related subjects. Again, in March, in a letter to Defense Mobil- 
izer Wilson, the Senate committee urged the appointment of a co- 
ordinator. Anderson’s appointment was a move in the right direction, 
but he lacks the nel to do the job that needs to be done. 

During the fall, your committee was gravely concerned by persistent 
charges of alleged hoarding of aluminum in the aireraft industry 
along the west coast. Even a small, excessive inventory on the part 
of any aircraft manufacturer could mean the difference between life 
and death for a substantial number of fabricators. Shortly before 
the recess of Congress, the committee staff was directed to make a 
thorough investigation of the inventories of the major aircraft com- 
panies. On December 26, a staff report was issued by the committee 
on the investigation. Little evidence of excessive inventories was 
tound, and the ratio of inventories to consumption showed a gveneral 
decline. The report stated that no significant amount of aluminum 
could safely be diverted to civilian use from the stocks of the manu- 
facturers investigated . 

One of the least understood facts of the aluminum problem is that 
total United States supplies dropped each quarter of 1951. Second. 
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ary production was cut by a third, partly due to a dollar-and-cents 
price ceiling on aluminum scrap. During the fourth quarter, imports 
of primary aluminum were running at about a third of the rate of the 
first quarter, while imports of scrap had fallen off about 90 percent. 

Thus, while military requirements were rapidly mounting, the avail- 
able supply v was substantially lesse ned. 
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Shipments of aluminum reflected this decreased supply. Castings 
were cut by nearly a fifth, while wrought products fell off considerably 
from a first-quarter high. 
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This year-long drop in supply was accentuated during the third and 
fourth quarters ‘by a power shortage in the northwest which reduced 
anticipated production by nearly 7,000,000 pounds. Defense mobili- 

zation officials were forced to take drastic action to meet demands. 
The flow of aluminum to the stockpile was shut off for a 3-month pe- 
riod. Toward the end of the year, it became necessary to go one step 
farther and make slight withdrawals from the stockpile in order to 








REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 53 


fill the supply lines of critical new plants, especially those producing 
forgings so essential in the jet-engine program. 

The major problem in the expansion of aluminum production is a 
shortage of power. There has been no TVA surplus available to draw 
upon as in World War II. Simply stated, aluminum is manufactured 
from bauxite ore which must be processed to extract alumina. At a 

reduction plant, the alumina is separated by electrolytic cells into its 
two components, oxygen and aluminum. It takes about 10 kilowatt- 
hours of electricity to produce 1 pound of aluminum. Therefore, 
since there is no reserve of water a over two-thirds of the ex- 
pansion program must use natural gas, although large deposits of 
lignite in Texas will be utilized for an Alcoa plant. About a fourth 
of the program will use hydro power. This general switch from water 
power will add about a cent to the cost of each pound produced, an 
increase of one-third in the power costs. 

For 18 months, the Government has been attempting to expand alu- 
minum production through (1) guaranties to purchase the produc- 
tion of new plants at the market price for 5 years; (2) 5-year tax 
write-offs. The first expansion goal was for 1,000,000 tons over exist- 
ing capacity of 776,000 tons. This was pared down to a two-stage 
program, finally approved on December 11, 1950. One hundred and 
twenty thousand tons went to Alcoa, 100,000 tons each to Reynolds and 
Kaiser. In addition, for Harvey Machine Co. 72,000 tons were ear- 
marked, 54,000 tons for Apex Smelting Co. Of the second-stage pro- 
gram of 285,000 tons. approved May 18, 1951, Alcoa took 85,000, 
Reynolds 80,000, and Kaiser 120,000 tons. 

Expansions of primary aluminum facilities in the United States, 
pre-Korea to date 
[In net tons] 


( fD 
tal 
Car ‘ Expans s Potal ex er 
+pacities 1g ana 
ed and puaeet planned > 
oe from June Fanilit | t j \ 
planned to Decem- | {acilities, Firs Second 10 
June 1950 begs > Dee. 10 step, ster L 
ber 1950 = 7 : t 
1¥50 Ds 11, Mav 18 
0) 
Alcoa: 
Aleoa, Tenn 145, 300 145. 300 145 200 
Vancouver, Wash 76, 100 76. 100 “Fe 100 
Massena, N. Y.: 
Old plant . 57, 500 18, £50 76, 350 76. 350 
New plant.-. as 54, 000 54, 000 54, 000 
Badin, N. C 4 * 33, 850 6. 150 10. 000 40 AND 
Point Comfort, Tex 57,000 |. 57. OW) 35. 000 2 000 
Wenatchee, Wash J a‘ R5 OO) 85 000 
Milan County, Tex 85, 000 85. 000 
Subtotal ? 369, 750 79, 000 448, 7H 120, 000 85, 00K 653. 750 
Reynolds: 
Jones Mills, Ark.: 
Ist 2 pot lines__. 37, 850 7 80 > Sen 
2d 2 pot lines __- 36, 000 36. 000 A 6. 000 
5th pot line 5 20. 000 20. 000 
Troutdale, Oreg 72.000 cS 72. OO 72 000 
Listerhill, Ala 48, 600 48. GOK 18 600 
Longview, Wash 30, 500 30, 50K 20, 50, 500 
Corpus Christi, Tex RO. OO g0 000 
New plant. 60. OOK 60. 000 
Subtotal 224, 950 224, 95 00, 00K 80, 00K 1404 


Footnotes at end of table, p. 54. 
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Expansions of primary aluminum facilities in the United States, 
pre-Korea to date—Continued 
{In net tons] 


Certifications of De- 


. - Total exist- | partment of Interior 
Expansions 


Capaciti : ing ane o 
ee oe planned 1g and 9 Total, 
utilized and) ¢ planned ¢ 
; from June : . i Nov 
planned | $4 pecem- | {ilities, First Second 1951 
June 1950 } - 1950 Dec. 10, step, step, ¢ 
“ 1950 Dec. 11, May 18, 
1950 1951 
K ' 
St} e, W 
6 pot lin of 140 pots 
eacl 126), OOO 126, 000 126, 000 
pot line 20, 000 20, 000 20, 000 
Sth pot line 20, OOO 20, 000 
I 1, Wash 24, 000 24. 000 24, 000 
(} tte I } 100, 000 100, 000 
New plant 100, 000 100, 000 
Subtotal 150, 000 20, 000 170, 000 100, 000 120, 000 3 390, 000 
Anaconda - - . ‘ 72, 000 72, 000 
otal 744, 700 99, 000 843, 700 392, 000 285,000 | 41,520, 700 
] 413 re nt 


* 26.! Sieeut 
26 percent 
4 100 perce ont. 


Although this program involves almost a doubling of production 
capacity, the new plants can make little contribution to the total 
supply picture until early 1953. 
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Apex announced in May it did not intend to use its authorized 
54,000 tons. After finding it impossible to finance the project alone, 
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Harvey made an agreement with Anaconda for the construction of 
the 72,000-ton plant. 

These unsuccessful attempts to persuade inde ‘pendents to enter the 
field have floundered for several reasons. Aside from the tremendous 
cost (Charles Wilson testified that it would cost at least S100.000.000 
to get into the production of primary aluminum), a major block is 
that prim wy aluminum production is not as profitable as fabricating. 
For instance, Alcoa’s profits on primary production are about 15 
percent, whereas rolling ingot into sheets brings a profit of 25 percent. 
Costs of aluminum production in a plant built at today’s prices would 
be about 20 cents. With 2 cents added for profit, the aluminum 
could not compete at the market price of 18 cents. Although the 
Government will buy - the output for the next 5 years, there is 
real doubt that a plant built at inflated prices could compete under 
peacetime conditions with a plant acid 10 or 12 years ago. Few 
businessmen want to take the risk. 

The informal decision to expand the Air Force to 143 groups with 
& proportionate increase in naval air strength has postponed any 
early end to the aluminum crisis. If military production schedules 
are to be met, civilian use of aluminum will be restricted to only the 
most critical requirements for at least the next 2 years. In fact, 
aluminum available for nondefense production during the fourth 
quarter of 1952 may reach a level below that established 6 months ago 
by competent authorities as a bare minimum. However, the supply 
will be substantially greater than during World War II. 

Military requirements will increase “faster dae ig 1952 than pro- 
duction can expand and the expansion program will not be able to 
keep pace with the rise in military requirements until 1953. <A real- 
istic appraisal would indicate that there is little likelihood of any 
early easing of the aluminum crisis. 

Your committee feels that mobilization oflicials have not been 
sufficiently candid about the aluminum outlook. Many small fabri- 
cators have believed from quarter to quarter that plentiful aluminum 
supplies were only a few months ahead. They have continued un 
profitable operations with the hope they could survive the period of 
shortage. Your committee believes that it has a fundamental obli- 
gation to make clear that for these fabricators the outlook s dim for 
anything near normal production for at least the next 3 years. Thus, 
it seems clear to your committee that the only hope for the 14,000 
small aluminum fabricators lies in either switching to a substitute 
material or obtaining defense contracts or subcontracts. 











CHAPTER I] 
PART 3—COPPER 


Copper, the first metal used by primitive man, and one of the best 
conductors of heat and electricity, is in critically short supply. Be- 
cause of its vastly expanded use in electronics, atomic energy, and 
jet-propulsion fields, copper has become one of the most acute metal 
proble ms confronting our economy. A battleship contains more than 

3,000,000 pounds of copper and its alloys; there are 40 miles of copper 
wire in a large bomber. There are, moreover, thousands of small 
manufacturers and fabricators wholly dependent upon a supply of 
the red metal for the continuance of their civilian output. To your 
committee, it appears that small business stands to suffer as much, 
if not more, from the unavailability of copper as from shortages of 
any other scarce material. 

Starting in November of 1950, the National Production Authority 
by a series of controlling orders sought to divert adequate supplies 
of copper to the military and defense-supporting programs and sub- 
sequently to spread the remainder among the most essential civilian 
uses. The first orders established a base period, the first 6 months 
of 1950, and reduced the output of brass and wire mills to a percent- 
age of that base production, which changed from month to month, 
while foundries were generally allowed to produce at 100 percent of 
their base period. In December of 1950, NPA first prohibited the use 
of copper in certain civilian items which was when many small-busi- 
ness men first came face to face with the realities of the copper short- 
age. Since then, literally thousands of small companies have had 
drastically to restrict their production and look forward to being 
able to obtain not more than 10 percent of their needs during the first 
quarter of 1952. For them the outlook is indeed bleak. 

While there is every expectation that the worst of the steel and 
aluminum shortages will be overcome in the next 2 or 3 years, the 
crisis in copper appears to be with us for an indefinite period. Bar- 
ring the unexpected discovery of rich new lodes of copper-bearing 
ores, the world is faced with a steadily deteriorating situation in 
copper, without which any war machine or peace economy would come 
to a rapid halt. The United States, for example, was able to exploit 
ores containing up to 20 percent copper only a few decades ago; at the 
present time we are expanding our supply by utilizing deposits bear- 
ing less than 1 percent of copper. The rest of the world is also facing 
the same problem; no nation is immune from it, and the world supply 
falls far short of meeting the demands being placed on it at the 
present time. There seem to be no reasons for optimism about ade- 
quate future supplies. 

Furthermore, the process of extracting and refining copper from 
these low-grade ores is extremely difficult and costly. During the 
past 6 months, officials in charge of obtaining increased amounts of 
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copper have authorized construction of facilities utilizing these ores, 
but those plants will not be turning over refined copper to American 
industry until 1954 or 1955. With such a time lag from planning 
stage to production, the past delays in taking effective action to meet 
this most serious short: age appear to your committee to be all the more 
serious. Even at the present stage of administrative confusion, there 
are still too many cooks at work on the copper kettle to guarantee any 
well-coordinated job. The establishment of the Defense Materials 
Procurement Agency, with broad powers in the supply field of scarce 
materials. appeared to your committee to herald a long needed ad- 
vance, but large administrative gaps still appear in the picture. In 
copper, there is much need for a top-level coordinator. All too fre- 
quently, your committee has been impressed by the as that one 
ugeney dealing with the allocation of copper has no clear idea of the 
military-demand situation, or of the import outlook, OF ‘of the steps 
being taken by those other officials dealing with the authorization of 
loans or the allocation of materials for | yuile ling hew copper refineries. 
It seems inconceivable that such a situation should persist some 18 
months after the outbreak of military hostilities in Korea made it 
evident that the free world would be seriously hampered by shortages 
in the supply of copper. 

That this fact was not overlooked by defense mobilization officials 
was evidenced by the testimony of W illiam H. Harrison, then Admin- 
istrator of the National Production Authority, before your com- 
mittee on January 18, 1951, almost a year ago: 

The available supply of copper for industrial and civilian uses will be much 
smaller in 1951 than it was in 1950. Three factors contribute to this. First, 
the requirements of the millitary program; second, the stockpile program ; third, 
the fact that industrial inventories have been more or less completely used up 
during the all-out production effort of 1950, when civilian production hit all-time 
highs in this country. It is, therefore, mathematically certain that all civilian 
users of copper will find substantially less copper available in 1951 than in 1950. 

Faced with these inescapable facts, it was our decision that an effort must 
be made to spread the available supply of copper equitably among civilian users 
This effort was undertaken primarily so that small industrial concerns could 
obtain their fair share of this vital material. In the absence of such a regu- 
lation, it is unfortunately true that not all concerns will receive approximately 
the same percentage of the available supply. 

It was with this objective in mind that the copper limitation order was issued, 
and similar orders were issued in aluminum and other materials. These orders 
became fully effective for the most part during this month, and it is our belief 
that they will be helpful to smaller business concerns in a most substantial way. 
It is obviously too early to judge their effect, but we have every reason to 
believe that they will ease the material shortages by reason of a reduced 
demand on the part of the largest consumers. 

Nonetheless, the problem persisted and the efforts to work some 
sort of remedial action remained scattered and uncoordinated. Your 
committee recommends an over-all approach to this problem where 
conflicting programs may be eliminated and immediate effective action 
instituted, 

Almost a year after General Harrison’s appearance before your 
committee, Manly Fleischmann, Administrator of both the Defense 
Production Administration and the National Production Authority, 
testified before the Senate Small Business Committee on December 3, 
1951. Mr. Fleischmann had been called to report on the over-all steel 
supply and demand situation, but also reported to your committee in 
brief on the copper picture, since he felt that it was a matter of such 
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dire consequence and one which bore a heavy impact on thousands of 
American small businesses. 


Now, the aluminum supply, as the steel supply, will increase greatly the second 
half of 1952, and by 1953, unless we are in an all-out war, we may be able—I 
think we will be able—to increase the available supply of both steel and 
aluminum to these more deferrable items. I do not see any such prospect in 
copper. The situation looks very bad for the indefinite future and I think the 
only hope of these producers is to substitute aluminum or steel for copper * * *, 

A very large percentage of our copper is imported and price is one of the most 
important factors why we are not getting more imported copper, but the main 
difficulty is that we are getting our pro rata, or very nearly our pro rata share 
of copper. The reason we are not quite getting our pro rata share is the price 
factor. We are trying to maintain price controls here and that has affected 
our position in the world copper market. Our problem is that because of greatly 
expanded industrial activity, and the tremendous military take in brass-mill 
products, direct military take alone is over 40 percent, we cannot live on our 
pro rata share of the world’s copper supply, which is not increasing. It is staying 
about the same. The world is short of copper. 

* * * JT think the committee might be interested in hearing from Mr. Jess 
Larson, who is in charge of expanding these domestic and foreign programs, and, 
in my judgment, everything possible has been done along those lines. Copper 
is a matter of diminishing returns. As you get farther down it costs more to 
get the ore up and the percentage of concentration becomes less. The world 
is now in serious shape on copper. 

* * * YT think the United States has done everything that it can and 
should do to insure adequate supplies of copper to itself from Chile and else- 
where, but the price problem is still unsolved. Now, if the nations of the world 
would agree, as I have been hoping to get them to do, on some price levels and 
not evade them—nations of the free world—we would get our historical share 
of the copper supply, but that will not support these levels of production. That 
is the point I am trying to make. Everything we can do is too little in copper. 

* * * In my judgment it would not be sound national policy for the United 
States to get into an all-out international price war and siphon all of the scarce 
materials of the world to the United States. That, I don’t think would be 
sound. It would ruin our allies, who are already in the same shape we are 
in copper. Short of that, we should do everything we can [to get more copper 
to our domestic industries]. 

At this point, it might be noted that the copper producers them- 
selves do not share a pessimistic view of the future and are reported as 
claiming that the shortage of copper is a purely temporary one which 
can and will be met in the very near future. Using language and 
reasoning similar to those of the steel producers who appeared before 
your committee to claim that there was no real shortage of steel, the 
copper miners state that much of the present demand is not real and 
that the Government’s statements telling of shortages facing copper 
users for at least 4 or 5 years and ple: adings to use substitute materials 
are doing irreparable harm to the copper industry. An NPA press 
release, dated Novembe r 29, 1951, covering the meeting of the Primary 
Copper Producers Industry Advi isory C ommittee, quoted the industry 
members of the committee as saying that “within 2 years those con- 
cerned with the situation will be wonder! ing what to do with copper 
instead of worrying about allocations.’ Going on to predict that cop- 
per will be in relatively freer supply in 2 years than aluminum, the 
producers condemned the Government’s advoc acy of substituting for 
copper wherever possible, since many users who switched from copper 
to steel or aluminum would probably not revert to copper when the 
shortage was over. 
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While your committee concedes the remote possibility of a surplus 
of copper in the future through a lessening of military preparedness 
or through a business recession, its experiences and those of its prede- 

cessor groups during the past 12 years points out that there has been 

an almost continuous shortage situation over that period. It urges that 
realistic standards be set and that prime producers of basic metals do 
not again underestimate this Nation’s capacity to grow and to consume 
ever-greater amounts of raw materials. The small-business men of 
the United States who have done so much to raise our living standards 
and who have pioneered in the use of new materials and in new uses of 
old materials should not again be forced to suspend operations because 
of short-sighted guesses on the part of the producers of our basic 
metals. 

The copper industry in the United States may be classified under 
three groups: (1) The mining and concentration of ore; (2) the 
smelting and refining of concentrates and scrap; and (3) the produc- 
tion of brass mill products, copper wire mill products, brass oa bronze 
foundry products, and copper and copper- lato alloy powders, using 
refined copper and scrap as raw materials. 

Normally about three-fourths of the copper-bearing ore processed 
into refined copper by domestic smelters and refineries originates in 
this country, and about one-fourth is mined in foreign countries. 
There is at present a definite limitation on the quantity of domestic 
ores that can be mined in a year, and the quantity of foreign ores that 
may be imported has been somewhat limited by the price ceiling which 
the Office of Price Stabilization placed on refined copper. It is un- 
economic for domestic refiners to pay the high foreign price for ores 
and concentrates when there is a price ceiling on the refined copper 
produced, 

The maximum productive capacity of the domestic refineries is much 
higher than the level of production achieved in 1951. It is estimated 
that there will be in 1951 about 1,609,000 tons of refined copper avail- 
able for export and domestic consumption. The sources of this supply 
are 933,000 tons from domestic ores, 133,000 tons of refined copper 
converted from scrap, 259,000 tons from foreign ores, and 229,000 tons 
imported as foreign aad copper. Of the total supply of refined 
copper, 1,325,000 tons will pass through domestic refineries. Com- 
pared with present refinery capacity of approximately 1,550,000 tons, 
there is available extra capacity to produce refined copper if the basic 
materials are available. 

The main reasons for the present copper supply shortage are the 
limited supply of domestic copper ores, the reduced imports of foreign 
ores and refined copper, and the reduced flow of copper and copper- 
base alloy scrap. On the demand side, the impact of the defense pro- 
gram has been. felt in various ways. Not only have direct military re- 
quirements increased for ammunition, airplanes, tanks, communication 
wire, and other copper-consuming products, but large-scale expansion 
programs have been undertaken such as the electric power program, 
the aluminum and steel expansion programs, and the foreign petroleum 
program. ‘These requirements for copper have been superimposed 
upon a normal civilian use so that total requirements for copper are 
greatly in excess of available supplies of raw materials. 














60 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 
Estimated supply and requirements of copper controlled materials, 1952 


{In thousands of pounds, gross weight] 


Brass mill | Wire mill Foundry Total 
Defense requirement 1, 332, 748 343, 464 166, 493 1, 842, 705 
All other requirements 2' 670,230 | 1,713,735 | 1,524, 709 5, 908, 674 
Potal 4.002, 978 2. 057, 199 1, 691, 202 7, 751, 379 
Estimated supply 2,797,000 | 1,474,000 | 1,190,000 | 5,461,000 


It is impossible to measure accurately the capacities of brass mills, 
wire mills, and brass and bronze foundries. Maximum output in the 
past, however, has been considerably greater than the current levels 
of production. If an unlimited supply of refined copper and scrap 
were available, the mills and foundries probably could produce enough 
to meet the large combined military and civilian demand for their 
products. 

Because of the limited supply of copper and the mushrooming 
demand for copper and copper-base alloy products, the Defense Pro- 
duction Administration in the third and fourth quarters of 1951 
placed limitations on the demand for copper through the mechanism 
of the controlled materials plan. The current plan is similar to the 
one which was used successfully in World War II to distribute the 
available supply of copper into uses and end products of approved 
programs. In the fourth quarter of 1951 stated requirements of all 
claimants for brass mill, copper wire mill, and foundry and powder 
mill products were 46 percent over the supply. No programs were 
approved at the levels requested originally. Military programs were 
reduced to a level which could be supported by ap propriated funds, 
and steps were taken to reduce effective civilian demand by instituting 
conservation and substitution measures, particularly in the construc- 
tion field. 

During the first half of 1951 considerable quantities of refined 
copper were delivered to the United States Government for stock- 
piling. These deliveries were suspended during the last half of the 
year in order to permit the fulfillment of the defense program and 
related activities during a period of extreme copper shortage. With 
the United States placing so much reliance on imported copper and 
ores, there are many reasons for acquiring and retaining as large a 
strategic stockpile of this vital war material as possible. The Presi- 
dent and the National Security Council must make top-level decisions 
on the extent of our need for such a hoard in the light of the con- 
flicting needs for the metal for present military demands and for 
essential civilian production. Your committee feels that the currently 

‘ave copper shortage would have caused even greater hards ship and 
» ha ation to small fabricators had the stoe kpiling pragram not been 
suspended during the last half of 1951. On the other hand it would 
be folly to demand a complete halt to all stoc kpiling efforts on the 
release of those tons already cached. The situati on becomes steadily 
worse as inventories diminish and the pipeline from the pits to the 
furnaces to the factories is exhausted as more refined copper is with- 
drawn than can be replaced. NPA allocation authorities have recog- 
nized this fact and on December 11, 1951, warned “that withdrawals 
from the stockpile would not be counted on in the future and that the 
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copper allotted to producers would have to be out of current pro- 
duction.” 

A series of strikes, both in this country and in Chile, reduced the 
supply of refined copper in the third and fourth quarters of 1951. 
The longshoremen’s strike in Chile during June, July, August, and 
September; the Garfield smelter strike in July; the strike in mines, 
smelters, and refineries in August and September; and dock workers’ 
strike in New York City in October reduced the supply of refined 
copper by 55,000 short tons. This deficiency was met by with- 
drawals from the stockpile during August, September, October, No- 
vember, and December. 

The supply of copper and copper-base alloy scrap is an important 
adjunct to the supply of refined copper in producing brass mill as 
well as brass and bronze foundry products. Brass mills as a general 
rule use about 1 pound of scrap with 2 pounds of refined copper in 
their furnaces. Brass and bronze foundries use about 9 pounds of 
scrap with 1 pound of refined copper in their cupolas. Scrap flowed 
freely in large quantities during the first and second quarters of 
1951. 

In June the Office of Price Stabilization placed specific price ceil- 
ings on the various categories of copper and copper-base alloy scrap. 
This action caused unusually large shipments of scrap to consumers in 
May, June, and early July. For the next 90 days there was a definite 
reduction in the flow of scrap, with smelters and refineries showing the 
lowest receipts. Smelters cannot pay as much for scrap as other 
consumers because of the loss of alloy metal in the smelting process. 
Consequently, when the proffered quantity of scrap is reduced, they 
suffer the most. All users of copper, brass, and bronze scrap, how- 
ever, were seriously affected by the scrap shortage, and shipments of 
mill and foundry products dropped sharply during the 3 months 
following establishment of scrap ceiling prices. 

In August 1951 the National Production Authority amended order 
M-16 under the Defense Production Act of 1950 to allocate raw mate- 
rials such as refined copper, scrap, and alloy ingot to copper con- 
sumers. This step was considered essential to prevent hoarding, to 
channel supplies of raw material into approved production under the 
controlled materials plan, and in general to insure equitable distri- 
bution. 

The major sources of unrefined copper imported by the United 
States for ultimate domestic consumption in 1951 were Chile, Mexico, 
Cuba, and Canada. <A considerable quantity was imported from Rho- 
desia, Canada, and Latin-American countries and reexported as re- 
fined copper. Most of the foreign refined copper for United States 
consumption was imported from Chile and Canada. 

The price of electrolytic refined copper in 1951 was pegged at 24.5 
cents per pound. Due to the general price ceiling regulation of OPS, 
refiners, however, in August were permitted to sell electrolytic copper 
refined from Chilean ores at 27.5 cents per pound. The copper duty 
suspension was restored by Congress in July, so that imported copper 
thereafter came in duty-free. 

Imports of copper in the form of ores, concentrates, matte, regulus, 
blister, and refined copper dropped sharply during 1951 as compared 
to 1950. This was attributable to the difference between the United 
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States domestic ceiling price and the world price of copper. The 
world price reflected greatly increased demand abroad resulting from 
military aid and other economic programs. As a result of the ‘world- 
wide competition for copper, a system of international allocation of 
refined copper was inaugurated by the International Materials Con- 
ference during the fourth quarter of 1951 and is expected to continue 
during succeeding quarters while the international supply situation 
remains acute. 

The outlook for a substantial increase in the supply of copper in 
1952 is bleak. It is anticipated that there will be only a modest 
increase in domestic mine production. While there is some hope thi at 
foreign ores and metal may be imported in greater quantities in 1952 
than in 1951, the tremendous combined military and civilian dem: aia 
for copper products is expected to continue throughout the year, thus 
resulting in a continued severe shortage of copper. Further conser- 
vation, substitution, and limitation can be expected in the field of 
civilian use of copper. It is difficult to predict whether or not stock- 
piling of this critical material can be resumed during 1952 in the 
light of continued shortage of raw material supply to meet essential 
needs. 
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CHAPTER I 
PART 4—NICKEL 


The utter de ~pende nee of the United States on foreign sources for 
some strategic metals finds one of its most dramatic demonstrations 
in our almost total lack of nickel-bearing ore deposits. With respect 
to nickel we are a have-not nation to the extent that our industrial 
system can exhaust our domestically produced nickel for any given 
year in three working hours. This picture becomes darker when it 
is realized that the stated 1952 requirements of the free countries of 
the world for nickel are 200 percent of available supply. It is no 
wonder then that nickel has been in extremely short supply since July 
1950, and is, in fact, becoming more desperately critical each passing 
day. 

The effect of this shortage on small business has been serious enough 
for your committee to suggest to its Subcommittee on Mobilization 
and Procurement to make the nickel shortage its first concern. The 
first-hand knowledge which your committee has had of this materials 
threat to small concerns is shared by Manly Fleischmann, DPA-NPA 
Administrator, who stated: 

We are allowing very small supplies to go to civilian production * * * 
very small indeed. Without that small supply they cannot exist at all * * * 
the military requirement for nickel goes up so rapidly during the next few 
quarters that I think in those quarters we will be put to some very stern de- 
cisions as between a smal! amount of nickel to keep big industries going, or 
that same nickel to bolster up to a small degree our military program. 

Nickel in its natural alloy state has been used for centuries in every- 
thing from the swords of the warriors of China, Persia, and northern 
Europe to boxes and candlesticks that were carried from the Far East 
to Europe in the seventeenth century. 

The Swedish scientist, Cronstedt, in 1751 succeeded in identifying 
nickel as a separate element. Because of the difficulty in shaping 
nickel, its use was restricted for many years after this to limited 
plating, coins and nickel silver. 

Scientific research during the past 50 years has increased many 
hundredfold the uses and demands for nickel. 

The diversified and extremely useful properties of nickel are respon- 
sible for the great increase in its use. It is strong and tough and 
resists wear. When alloyed with steel, it produces an alloy stronger, 
tougher, and more resistant to wear than steel alone. Nickel steel i is 
used at temperatures as low as, 300° below zero which tend to 
make ordinary steel brittle and subject to being broken by shock. It 
will not rust and resists corrosion by salt water and many acids. 
When alloyed with steel and other elements the product is resistant to 
very high temperatures. Nickel stabilizes this superalloy at high 
temperatures, making it suitable for use in jet engines, gun recoil 
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systems, bomber fire walls, and aircraft exhaust valves which must not 
corrode and must be able to withstand very high temperatures. A 
recent survey showed that over 3,000 alloys in current use contain 
nickel. 


Annual average consumption of nickel in the United States during 1946 to 1949, 
inclusive 


Short tons Percent 

Ferrous: } 
Stainless steels. 15, 374 | 19.0 
Other steels 17, 058 21.0 
Cast iron - 3, 638 1.5 
Nonferrous 25, 072 31.1 
High-temperature and electrical resistance alloys 5, 538 6.9 
Electroplating anodes 11, 385 14.2 
Electroplating solutions 570 > 
Catalysts 151 .6 
Ceramics 180 | 3 
Others 2, 840 | 1.8 
0 


otal 82, 106 | 100. 


The question immediately arises: If nickel is so important to the 
United States, and particularly as a part of a mobilization program, 
why have we allowed such a shortage to arise? The basic answer is 
that orodition of nickel in the United States has been limited to 
tiny amounts as a byproduct of other ores. The Economic Almanac 
for 1950 lists the United States as only 1 percent self-sufficient in 
nickel. 

Salient statistics for nickel, 1946-50 


1946 1947 | 1948 1949 1950 
United States: | 
Production: 
Primary..... ‘ short tons 352 | 646 | 883 | 790 913 
Secondary..-.-. oitine nitiniad a) 8, 248 | 9, 541 | 8, 850 5, 680 | 8, 795 
Imports (gross weight) 1___.._. do.._-| 104,734 | 88,408 | 106,939] 97,144] 97.267 
Exports (gross weight) #.---..... , do....| 7,977] 12.037] 8184] #4,471| 3,645 
Consumption ....-..- : do....| 80,105} 80,757] 93.5581 68,326 | 98, 904 
P —- IND So cicnenachencoe . cents | 3154-35 | 35 | 3334~40 40 | 40-50}¢ 
Canada: | | | 
Production. peer os short tons..| 96, 062 } 118,627] 131,740 | 3128,690 | 123,057 
BIL. tee udusi bd oawgubtuubannition . seaiaaplice 111,422 | 117,056} 131,840 127, 141 121, 651 
WOR IER x sieniecncaugaceduace aa = 136, 000 | 154, 000 | 166, 000 161, 000 160, 000 
| | 





1 Excludes ‘All other manufactures of nickel,”’ weight of which not recorded. 

? Excludes ‘“‘Manufactures,” weight of which not recorded. 

3 Revised figure. 

4 Price quoted to United States buyers b y, International Nickel Co., Inc., for electrolytic nickel in carlots 
f. 0. b. Port Colborne, Ontario; price includes cae of | 246 cents a pound, 1946-47, and 144 cents, 1948-50 


United States consumption of nickel in 1950 was & pei acetime record 
and was 45 percent greater than in 1949. The 1951 demands of a dual- 
mobilization business-as-usual economy have been considerably more 
than the available supply could meet. 
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Nickel (exclusive of scrap) consumed in the United States, 1946-50, by uses, in 
pounds of nickel 


Use 1946 1947 1948 1949 1950 





Ferrous: 
Stainless steels 35, 986, 164 30, 700, 270 32, 487, 815 23, 817, 187 41, 822, 48¢ 
Other steels 31, 193, 998 34, 758, 93 a0, 064, OOU 26, 948, 418 35, 554, 1 
Cast iron 5, ) 7, 905, 576 | 8, 431, 667 | 6, 792, 472 9, 761, 622 
Nonferrous i S$ 54, 747, 667 56, 067, 736 37, 942, 549 Mi, 277, 952 
High-temperature and electrical 
resistance alloys 596, 601 10, 249, 545 12, 336, 123 8, 107, 918 407,174 
Electroplating: 
A nodes 17, 059, 30: 17, 975, ™ 4 717 (21 4 847. 6 
Solutions 2 566, Lt 1, 218, 268 1, 327, 396 1, 448, 584 1, 481, 2 
Catalysts ? 544. 093 R78, C64 1 100. 851 994, 206 2 015, 234 
Ceramics ? 387, €55 385, 112 | 370, 708 289, 246 C04, 7ré 
Other 3, O82, 304 2, 694, 459 2,913, 90 2 680, 882 4, 035, 482 
I il 160, 210. 774 161 13,859 | 187, 11¢ 18 652. 228 807. 69 
Comprises copper-nickel alloys, nickel-silver, brass, bronze, beryllium all , magnesium and aluminun 
alloys, Monel, Inconel, and malleable nickel 
2 The figures for solutions and ceramics for 1945-50 and for catalysts for 1946-49 fe toft t 


Substantial increase in the use of high nickel alloys by the military 
services, such as in jet engines and atomic-energy products, has made 
it impossible to retain ‘the 10- percent-defense, 90-percent-civilian 
economy insofar as nickel is concerned. 

While the military demand! for nickel actually began in late 1950, 
the time lag between planning and production of military and atomic 
energy equipment delayed the i impact of the acute shortage. 

Dur ing the first quarter of 1951 the demand had grown to 40 percent 
of the available supply. This percentage grew to 50 percent in the 
second and third quarters and to 60 percent in the fourth quarter. It 
is estimated that the military requirements for the first quarter of 
1952 will be about 75 percent of the available supply. While the 
available supply has increased only about 10 percent, the amount 
— by the military has doubled in little over a year. 

Though the free world produced 10 percent more nickel in 1951 than 
it did in 1950, it appears doubtful that the United States received its 
proportionate increase during the fourth quarter of 1951. There 
seems to be little hope that this situation will change. 

The International Materials Conference was formed among the 
countries outside the iron curtain at the instigation of the United 
States, United Kingdom, and France. Realizing that many critical 
materals were in short supply, these countries were attempting to dis- 
tribute basic materials equitably within the free world in accordance 
with defense and essential civilian needs. 

Figures released by the International Materials Conference show 
that the United States was allocated 19,690 metric tons for the fourth 
quarter of 1951. This means that the conference allowed the United 
States to consume only 14,469,52424 pounds per month during the 
fourth quarter of 1951. The National Production Authority has been 
allocating nickel on a basis of at least 15,000,000 pounds per month 
since September of 1951. 


‘The figures listed here as military include that used for atomic energy project 
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The United States could probably get a larger percentage of the 
free world’s nickel by bringing “dollar. pressure’ if it had not joined 
the conference. Assuming this to be true, it would hardly seem advis- 
able not to join. There are many other facts to be taken into consider- 
ation. Our allies in the free world have to have the necessary nickel 
for their armament programs as well as that absolutely required by 
their basic economy. Maximum strength, and hence security, come 
from the underlying economic strength and morale of all the free 
world, not from one country alone. To sacrifice the economy and 
morale of other countries of the free world in order to supplement to 
a small degree our own economy and present armament program would 
hardly seem wise. There must be an equality of sacrifice in the free 
world’s fight against communism. 

Approxim: ately 295,000,000 pounds of nickel were produced in the 
countries outside the iron curtain during 1951. This is an increase 
of more than 10 percent over 1950. 

The International Nickel Co. of Canada, the world’s largest pro- 
ducer of nickel, achieved an increase of 12,000,000 pounds annually 
during 1951. This company has been criticized for some of the prac- 
tices it follows and for its failure to adequately expand. International 
Nickel Co. is prospecting for new nickel deposits in Canada, Africa, 
and elsewhere. 

Canada’s second largest producer of nickel, Falconbridge Nickel 
Mines, Ltd., began an expansion program late in 1950 that is scheduled 
to increase their maximum production to a rate of 40,000,000 pounds 
annually. It will require a minimum of 3 years to raise ore produc- 
tion to this rate. 

Sherritt Gordon Mines, Ltd., of Canada continued its program of 
exploration and development of nickel-copper ores in_ northern 
Manitoba and these mines are scheduled for initial production by the 
end of 1953. It is hoped that these mines can produce 17,000,000 
pounds annually. 

The United States Government-owned Nicaro nickel plant in Cuba 
is now in the process of being reopened and first production of this 
reactivated mine and plant is scheduled for early 1952. These facil- 
ities are expected to produce 32,000,000 pounds of nickel oxide an- 
nually. The closing of this plant in 1947 has been much debated 
and accusations have been made that the International Nickel Co. 
employed questionable pricing practices to assist in its closing. 

The New Caledonia mines of La Societe le Nickel of France are 
being modernized and further developed. This should increase their 
production to 10,000 to 12,000 tons annually. 

The National Lead Co. is hoping to produce a considerable amount 
of nickel within the next 5 years at its copper and separation plant 
at Fredericktown, Mo. 

Reliable estimates of nickel production in the Soviet Union and 
satellite countries are not available, but trade sources believe that 
the free world’s total is several times that of the countries behind the 
iron curtain. However, it should be pointed out that there is little 
doubt but that the strides made by the Soviet Union since the 1930’s 
have completely surpassed the increase in production by free world 
countries during the same period. One reason for this could be that 
approximately 85 percent of that produced in free world countries 
is produced by one company. 
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World mine production of nickel, by countries, 1943-50, in metric tons of 
contained metal 


( 4 14 4 i4t { ~ ) 
Brazil 60 
Canada { 1.18 y { 9 
Cuba (conte Oxi 2, 430 } Wn { 
Finland R x 
French Mo ( 
rmrmany 
Creer " 
Indonesia ( 
Italy 4 4 
n ‘ 
New Cale { S 4. 328 { RS 
Norw ” 
Swed £98 0 
y \ {8} { 107 
I Qa nn l 40 ( " e 
l S 5 Q2 SUE 1. O48 ) st 
] ite 67. OOF l Wit 145. 006 (H j uM) 
ne ot available: estimate | wuthor of chapter included in tot 
2 Es ate 
oP oe ir iry data for year e1 ied Mar. 31 of year following that stated 
‘ Less th an 0.5 ton. 
§’ Byproduct in electrolytic refining of copper. In 1944 and 1045 


The National Production Authority has prohibited the use of nickel 
in the manufacture of many items. ‘The list of items in which more 
_ 6-percent-nickel alloys cannot be used fills nearly three pages. 

Nickel plating of many items h: ” been completely prohibited. 

Down- ors ading of the allowable nickel- alloy content has been re- 
quired in nearly all items. ‘The melt sheet listing the nickel alloy used 
must be submitted to Washington to be analyzed. oe requested use 
of nickel can be de nied, ap yproved, down- ors aded i nickel content, o1 
held up for more precise end-use information. 

Recently the National Production Authority announced t nial fur- 
ther cuts in the allocations are a distinct possibility, stating that it 
may become necessary not only to extend the current list of prone 
uses further but also to reexamine the entire pattern of nickel alloca 
tions to effect further economies. It is reported that industry repre- 
sentatives advised the National Production a that most pro 
ducers of stainless steel already are consuming minimum quantities of 
nickel and that any deeper cuts in nickel aiatasats for any group of 
producers will result in plant shut-downs. 

American industry has been, as a matter of necessity, attempting to 
conserve nickel and substitute other products where possible. An 
increafe in the use of copper for plating and : . subsequent decrease 
and even omission of the use of nickel has fadaaie extensive. The 
thickness of the plate on automobile bumpers has been reduced dras- 
tically. One metallurgical expert said that 3 days at the seashore 
would likely leave the bumper on a new car looking like it had the 
chicken pox. Substitution of other metal finishes, such as zine-tin, 
lead-tin, zine-copper and silver have proven very popular. For in- 
terior decorating in automobiles and such. industry has been resorting 
to a die-cast alloy buffed to a high luster which is given a Pesnvenne 
treatment and covered with a coat of clear lacquer. It is likely that 
many of the 1952-model automobiles will use this for inside finish. 
The wartime procedure of resorting to organic finishes such as lacquers 
and enamels instead of nickel is becoming common. 
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The formation of the International Materials Conference was in 
part a conservation measure, Realizing the effect of critical material 
shortages upon the defense effort and basic economy of the free world, 
this conference has made determined efforts to conserve them as well 
as to see that they are equitably distributed. International allocation 
was directed toward conservation of nickel. Recommendations of the 
conference for the adoption of conservation measures and end-use con- 
trols have resulted in actions by governments which should do much 
to conserve nickel. The types of measures and degrees of control vary 
among countries according to the requirements of their economies, 
Recommendations on utilization of the available supply should make 
an important contribution to the efforts of industry to conserve 
materials. 

It is too early to secure an adequate measure of the effectiveness of 
the allocation plans and recommendations of the International Ma- 
terials Conference, but its very existence, as an effort of the countries 
of the free world to solve supply problems internationally, has had 
some steadying effect upon the general raw-materials situation, 

Small-business concerns that depend upon nickel and nickel alloys, 
as well as larger businesses, have not been able to escape the dire cir- 
cumstances brought about by the acute shortage of such a vital metal. 

Many complaints and requests for assistance regarding nickel were 
made to your committee. The president of one plating company 
wrote: 

Order M-—14 worked a very excessive, if not fatal, hardship on us. * * * 
We filed an appeal with the NPA, and they, recognizing our predicament, au- 
thorized a monthly consumption of 13,500 pounds of nickel, which amount was 
adequate, but our suppliers were permitted to deliver only 15 percent of this 
amount, which nullified the value of NPA’s authorization to us. 

Another plating company official wrote: 

We are advised by the Detroit Ordnance District that they have record of 
several platers who have shut down due to lack of metal, one company employing 
54 people. Many platers are operating at a loss, including our own company, 
the payroll of which has been reduced 50 percent. 

An official of a large metal company complained : 


Under this order, we must submit to Washington melt sheets which list each 
order, with complete information, that: is to be produced in the forthcoming 
month. The National Production Authority then processes these sheets and 
sends them back to us with their commands. In our most recent one, they have 
reduced the nickel content of some orders, deleted nickel from others, made 
recommendations for substitutions, and required additional informatior This 
is not practical. The alloys which we manufacture have been developed by our 
customers for a long period of years as the best possible ones suitable for their 
needs. To change from one alloy to another or to reduce the nickel content prac- 
tically overnight is beyond the realm of metallurgical and engineering possi- 
bility. To make matters worse, we never know what to submit on the melt 
sheets, since Order M-8O0 has a permitted use list which we are supposed to be 
governed by; but when our sheets are returned from Washington, even when 
the use is permitted, they have been deleted or changed. 

Lack of raw materials have resulted in substantial lay-offs by our company. 
In November and December of 1950—just at the inception of eontrols—we em- 
ployed 594 people. Today, September 1951, this figure is 414 persons, with the 
threat of additional lay-offs up to 290. 


Another wrote: 


We are certainly not satisfied with conditions as they are, as we have had 
lay-offs in our plant, have some men on shorttime, and have received insufficient 
raw material and scrap to fill our orders. We do hold the hope, however, that 


in 
ial 
ld, 

ell 
on 
he 
n- 
ch 
ry 
eS, 
ke 


ve 


of 
a- 
es 


id 


Vy 


REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 69 


materials will be made more readily available for essential orders; that we 
may be able to retain our experienced personnel, and that, with the trial period 
of CMP over, we may now expect less confusion and more orderly procedure. 

While there may be more orderly procedure since the trial period 
is over, the outlook for more or even for as much nickel is definitely 
not promising. 

The demand for nickel from both the military and civilian con- 
sumers continued to grow. ‘There was no substantial increase in the 
amount that was available. ‘These circumstances gave birth to one 
of the most vicious gray markets that has ever been exposed in the 
United States. 

The general existence of a gray market in scarce materials has 
lone been a matter of common knowledge. The small-business man 
could understand why there was no nickel available from the estab- 
lished sources of supply—there simply was not enough nickel to go 
around and the military and Atomic Energy projects rightly had first 

call on what was available. Sympathy and understanding of this 
ciutitiols began to wane when “brokers” offered “all of the nickel that 
you can use, at a price, of course.’ 

Typical of these complaints was one from a small plater in the New 
York metropolitan area: 

Why is it that I can’t buy nickel at the market price that I have been paying 
and still I get phone calls every week offering me all the nickel that I could 
use in a year—up to 10,000 pounds—if I am willing to pay five or six times the 
regular market price? 

Seeking to find the answer to this question and to assist in bringing 
this nickel back to the regular chains of distribution at a reasonable 
price, your committee asked the Mobilization and Procurement Sub- 
committee of the Small Business Committee? to look into the matter 
and assist in any way that it could. 

The complaints that had been made to your committee had not over- 
stated the situation that existed. Small-business men were not able 
to get nickel from their usual sources of supply. Mr. Sydney S. 
Gould, president, Combined Industries, Brooklyn, N. Y., testified as 
follows: 


Senator Moopvy. You use nickel; do you not, in plating the accessories? 

Mr. Goutp. Yes; we do. 

Senator Moopy. Have you had any difficulty obtaining nickel recently? 

Mr. Goutp. Extreme and excruciating difficulty. 

Nor was the difficulty in getting sufficient quantities of nickel and 
hence having to resort to the gray market restricted to small-business 
concerns. Mr. George A. W illiams, material man: ger, small-appli- 
ance division, General Electric Co., testified as follows: 


Senator Moopy. Your company is a large user of nickel; is it not? 

Mr. WILLIAMS. That is correct, sir. 

Senator Moopy. Have you been able to get nickel as you want to get it on the 
market? 

Mr. WiLutAMs. No sir—I am sorry; will you phrase that again? 

Senator Moopy. Have you been able to get nickel as you have needed it on 
the market, at black-market prices? 

Mr. WILLIAMS. We got it at market prices, from three different mill houses 
which we normally deal with, but not in enough or sufficient quantity to keep 
production. 


2The cooperation and assistance of the Enforcement Division of the Office of Price 
Stabilization is deeply appreciated. The assistance of special agents of the New York 
Office of OPS in compiling the detailed data necessary is partic uls irly appreciated 
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Senator Moopy. How much are those market prices? 

Mr. WitLiAMs. They run according to quantity that you buy, and it varies 
between 59 cents and 67 cents a pound. 

Senator Moopy. You are unable to get enough nickel at those prices to carry 
on your production ; is that correct? 

Mr. WILLIAMS. That is right, sir. 


The resort to the gray market for sufficient quantites of nickel was 
successful for both of these companies. Mr. Gould continued : 


Senator Moopy. You say you paid considerably above market price for other 
shipments? 

Mr. Goutp. Oh, yes. 

Senator Moopy. To whom? 

Mr. GouLp. To Flurey. 

Senator Moopy. How much did you pay for them? 

Mr. Goutp. $1.85, $2, $2.25, $2.50, $2.75, $3—I would like to qualify the 
prices, however. I did not pay these outrageous and exorbitant prices for 
nickle anodes. I bought the rankest, absolutely nondescript scrap. I bought the 
kind of scrap that couldn’t even be used in plating baskets. 


In addition to the 15,681 pounds that General Electric bought from 
the M. C. Thomas Co. of Norwalk, Conn., at $4.50 per pound, they 
made the following purchases of gray-market nickel during 1951. 








vi Amount | price Plant Delivered in— 
pou 

DeS I W orks, } i wo 0 Onta January. 

Ber Ie 41 ¢ orp., I Angele Ca LAR >. Of February. 

Alex N k&& 4 Angeles, Cal } 2.8 ) February and March, 
New Jer Metal lizabeth. N. J 12. 6% 3.00 d April, May, and June. 
Cor ited Bu Los Ange Cal > 3. 75 io May 

Har-I Intert , me. 8 e} 7 14 110) B Tune 

Conn. 14 4. 35 le Do. 


In attempting to find how this ni kel was getting into the gray 
market, the subcommittee traced shipments of nickel from the end 
user back to the source. Mr. Bernard M. Baur, president, Advance 
Plating Co. of Detroit. Mich.. advised your committee that, unless 
he received a shipment of anodes at once, he would be forced to close 
down. While the N i101 al Production Authority authorized him to 
use up to 13.000 poun ds of nickel a mon th. the Udy lite Co. of Detroit, 
his single source of supply, claimed they could furnish him but 2,000 
pounds per month. Contact was then made between the Advance 
Plating Co. and the M. C. Thomas Co. of Norwalk, Conn. M. 
Thomas Co. offered 49,000 pounds of nickel anodes to the Advance 
Plating Co. at $4.50 per pound. The Advance Plating Co. had been 
paying the established market price of 67 cents per pound and refused 
to consummate a deal whereby it would have to pay a premium of 
= seven times the market price. 

M. C. Thomas, president-of the M. C. Thomas Co., was subpenaed 
be tie the subcommittee in the atte mpt to find the source of this gray- 
market nickel. Mr. Thomas stated that he had gone into the nickel 
brokerage or finder business as a result of his inability to get sufficient 
chemicals to keep his detergent business in operation. The testimony 
of Mr. Thomas continued: 

Senator Moopy. We are trying to find out how metal is moving in the country, 
where it is, and at what prices. The hardest thing is to find out where it is 
eoming from. 

Mr. THomas. An endless chain. 

Senator Moopy. You must know with whom you do business. 
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Mr. Tuomas. Yes; but we are usually confronted with a man that acts as an 
agent for somebody, and very seldom do you ever get to see the man that really 
has the material. In fact, I bought material two or three times in various 
places and my truck has gone to the warehouse to pick it up. 1 haven't seen 
anybody, Pay for it with spot cash; that’s it. 

Senator Moopy. How much do you pay for it’ 

Mr. THOMAS. $4, $4.10, $4.20, $4.50. 

Senator Moopy. How does that compare with the pre-Korea price? 

Mr. THomas. I understand it is a far cry from it. 

Senator Moopy. I think you can be of considerable help to this subcommittee, 
Mr. Thomas, in making your records known to us 

Mr. Thomas. I’m going to put myself right out of the buying market in New 
York because I won't be able to get 10 cents’ worth after you get through with it; 
but I'll see that you get the records, 

The books of the M. C. Thomas Co. disclosed that six firms or indi- 
viduals had furnished nickel to the Thomas Co, at prices varying from 
$3.50 to $4.15 per pound. 

Checks were made of the books of the SIX companies which had fur- 
nished the nickel to Thomas to ascertain where they, in turn, had 
acquired the metal. The suppliers of these 6 companies consisted of 
29 additional firms and individuals. Three of the companies which 
had directly supplied the Thomas Co. also showed up again as sources 
for other suppliers to Thomas. 

Since it was not feasible to check every one of these and then, in 
turn, their list of suppliers, four of them were selected for further 
investigation. ‘These were selected on the basis of (1) amount fur- 
nished, (2) number of dealings in nickel, (3) geographical availability, 
and (4) type of business. 

The same process was used in determining which of their suppliers 
to check. This procedure was retraced to the source of the nickel. 
In many cases it was not possible to trace specific shipments. ‘The 

var ied transi ictions and act soOmMpany ing pr ice increases , howeve ‘ry, are 
adequately shown. Limitations of time, funds, and staff compelled 
the subcommittee to select for study only the most flagrant examples 
of the effect of gray market on small business. 

A typical transaction illustrating the so-called daisy chain in searce- 
materials distribution was that by which the Hero Metal Co., of 
Brooklyn, N. Y., whose president Rocco Quagliara, supplied M. C. 
Thomas with nickel anodes. Hero Metal Co. does a small business 
in the manufacture of type metal for printers. According to Quagli- 
ara’s testimony before the subcommittee, he was approached by one 
Joe Mancuso, whose calling card shows affiliation with the Bridgeport 
Press Steel Co., of Bridgeport, Conn. Upon learning of the desire 
of Joe Mancuso to secure nickel anodes for the M. C. Thomas Co., 
Quagliara and one of his employees, Peter Gerardi, contacted the 
Irving Metal Co., of Rahway, N. J. Through its president, Irving 
Reichenthal, a deal was made whereby Irving Metal sold to Hero 
Metal 1,172 pounds of anodes at $3.50 per pound, which were de- 
livered to the M. C. Thomas Co., in Norwalk, Conn., at $3.75 per 
pound. 

No invoice was given for this sale and cash was paid for the anodes. 
Through the intervention of Hero Meta! and Joe Mancuso, who pre- 
sumably took 25 cents a pound as his share of the profit, the cost of 
these anodes was increased by 50 cents a pound. ‘This transaction of 
Hero Metal in nickel was the only time that this company dealt in 


anodes. 
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The Irving Metal Co., of Rahway, N. J., deals generally in various 
forms of scrap metal. Irving Metal re relatively small quantities 
of nickel scrap from pushcart and one-truck dealers, and has this 
scrap cast into anodes for sale, ultimately, to platers. 

As may be seen from the chart headed “Flow of premium price 
nickel from source to consumer,” the chain sometimes starts with 
innumerable junkies who collect nickel scrap and sell it for from 40 
cents to $2.50 per pound to such scrap yards as the Aetna Smelting 
Co., of Jersey City, N. J. These companies sort and grade the scrap 
and sell it at around $2.75 per pound to a still larger operator such 
as Irving Metal Co., wh vich has this scrap cast into anodes. These, in 
turn, are sold for $3.50 per pound to such functionless intermediaries 
as the Hero Metal Co., which disposes of it at $3.75 per pound through 
another in-between operator such as Joe Mancuso, who collects his 
25 cents a pound, making the price to M. C. Thomas Co. $4 a pound. 
The General Electric Co. paid Thomas $4.50 a pound, making the 
total price of nickel anodes in this instance seven times the current 
market price of around 67 cents a pound. 

Not all of the nickel that was in the gray market had come from 
scrap, as can be seen from the chart. The simple three-step pattern 
of distribution of primary nickel anodes had crumbled under the 
pressure of war-born scarcity. 

Major legitimate distributors of nickel anodes, such as the Seymour 
Manufacturing Co., of Waterbury, Conn., obtain nickel ingots from 
the International Nickel Co., which they cast into anodes. The cus- 
tomary pattern of anode distribution is for large lots to be shipped 
directly to customers, but to send relatively small poundages through 
established oe who handle the metal for a commission. In the 
New York area, Seymour has three such distributors, one of which is 
Flurey Pecdedie Corp., of Brooklyn. Seymour officials testified that 
they have a verbal agreement with all jobbers that in handling their 
nickel they will abide strictly by Government regulations governing 
the end use and price of the metal. The distributors had also agr eed 

to furnish their regular customers on an allotment basis de _pendent 
upon what they in turn received from Seymour. 

The distributor relationship of Flurey Products with Seymour was 
somewhat unusual on two counts: First, Flurey was one of the most 
recent distributors to join the ranks of Seymour outlets. Second, 
Flurey had received about twice as much nickel in 2 recent months as 
it had in the 6 months immediately preceding the 60-day period, by 
reason that they had been supplying : a subsidiary of Seymour Co. with 
hard-to-get nickel salts.* Because of the frequency with which the 
name of F lurey Products Corp. occurred in the subcommittee’s study 
of this matter, efforts were made to serve subpenas on the two princi- 
pals, Benjamin S. Flug and Robert Corey. The subcommittee was 
interested specifically in asking Flug and Corey the names of the com- 
— which they had been supplying with anodes, the prices they 
had charged for those anodes, why they had failed to give one account, 
namely, that of Combined Industries, anodes in the amount of 50 
percent of Combined Industries’ base period, which would be half of 


*One order for 3,515 pounds of anodes, Flurey placed with Seymour, was stamped by 
Seymour “DO.” A. G. Wentworth, sales manager of Seymour Manufacturing Corp., 
testified that the assignment of a priority rating to this substantial order for Flurey had 
been a “clerical error.” 
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1,717 pounds, and what relationship to Flurey Products Corp. was 
the Bergan Supply Co., of Brooklyn, N. Y. 

For 2 weeks, Flug and Corey evaded service of subpena. When 
they did appear before the subcommittee on August 28, their joint re- 
ply to every substantive question regarding their transactions in 
nickel anodes was: “I refuse to answer on the grounds that it might 
tend to incriminate me.” 

“My counsel advises me that we might have committed a crime,” 
Mr. Corey stated, “and that scares me.” 

Both of these operators said that they were “in a bad state of con- 
fusion about what was legal and what was not legal.” 

No information was forthcoming regarding the previous testimony 
of Sidney S. Gould, of Combined Industries, alleging that Flurey 
Products had charged him as much as $2.75 a pound for serap nickel 
which has a price ceiling of about 40 cents per pound. 

Despite the recalcitrance of Klug and Corey to shed any light what- 
ever on their nickel transactions, the subcommittee’s investigation 
disclosed ample evidence that approximately 80 percent of the anodes 
passing through Flurey Products has been channeled through the Ber- 
gan Supply Co., of Brooklyn, N. Y., of which Adrian Roman is a prin- 
cipal partner. 

The subcommittee’s study disclosed ample evidence that the Bergan 
Supply Co., established in October of 1950, served as a blind for the 
Flurey Products Corp. with two chief ends in view: First, to make 
possible the sale of both used and primary anodes at higher than their 
ceiling price established under the general ceiling price regulation of 
the OPS: and, second, to vend anode Ss to customers of Flurey’s at 
inflated prices without these customers realizing that they were actual- 
ly being peddled their rightful allotment of anodes from Flurey 
(which denied having any anodes) at the gray-market prices. 

\drian Roman’s testimony before your subcommittee followed the 


pattern of that of Flug and Corey: ‘To every major substantivi ques- 
tion bearing upon his relationship to Flurey Products Corp., he an- 
swered: “I refuse to answer on the grounds that it might tend to in- 
Cr is nnte me.’ 


‘Thus, once again, there has been demonstrated a eray-market chain 
ilong the various links of which the price of nickel anodes rose out 
of all proportion to their actual cash market value. 

\ctivity in the nickel field was not restricted to the so called oray- 
market operators. The value of the nickel anode has been enhanced 
to such an extent that reports have come to your committee that in 
the Chicago area alone there have been 30 hijackines or warehouse 
thefts of nickel by racketeers. One such incident was brought to the 
attention of your committee by a man who had been the victim of 
such a theft. 

On August 22, Edmund Barbera, of the Iritox Chemical Co.. of 
New York City, testified that in early August his company had. been 
asked to finance a purchase of 3,544 pounds of nickel anodes for a 3- 
percent brokerage charge. ‘The anodes were paid for by Mr. Barbera 
with a certified check in the amount of $12.581.20, which brought the 
price of the anodes to $3.50. The check was given jointly to Flug and 
Corey of Flurey Products Co. 

Mr. BARBERA. They ran off to the bank to deposit it, but they ran very, very 
fast, because it was 10 to 3. 

Senator Moopy. Did they get to the bank by 3 o’clock? 
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Mr. BARBERA, Yes, Sir. 

Senator Moopy. And cashed your check? 

Mr. BarseraA. Yes. I tried to stop it the following day when I heard of the 
robbery, because I surmised they might have had something to do with the 
robbery, because there was no one else that I could think of except they who 
might steal it, or the truckman., 

Hav ine thus paid for the al odes, Mr. B irbera a ‘OM pal ied them in 
a truck, which he testified was recommended by Flug and Corey, to 
the Int rnational ‘Testing Laboratories oft Newat k. N. ... to be ass iyed 
and weighed. That was the last Mr. Barbera i e( of | inodes 
or the truek driver. 

To the best of the committee’ knowledge, Mr. Bat era | yet to 


recovel his anodes or to locate the light See 114,-to Ul Is ing 
license plates stolen from a musical instrument dealer’s tru k. It is 
known. however, that within 48 hours after the anodes ! stole) 
from the premises of the Internat onal Test ng Laborator es, that an 


identical number of anodes of the same siZe and hans as those which 
cisappeared was surreptitiously offered for sale in the New York 
area. 


The attitude of the lat vo ndustry n oe t ird the gray 
marketeers in their flelk ideauatel l ed } the foll ing 


ict 
} 
| 
t 


1 the October 1051 ts eC OT Met ul I I h 


eclitorial which appeare oF 
B CK NICKEI 

In recent weeks the plating industry has undoul l btained more pub- 
licity than ever before in its hi I Ho er, the ! eated by it l is 
not exactly comparable to Chanel 5 

Che recent inquiry by the Senate’s Select Committee on Small Business into 
the black market existing in cert 1 platir ite. principally nickel, has 
shown with convincing clarit Ww small group of 1 iless, unscrupulous 
chiselers can effectively victimize dustry nd ti el nger our national 
ecurity. 

We hope that tl e found g ( 0 ng the { I . thrown 
at them for their deeds, as wi sp idiz 1 muecl i deterrent to others 
tempted by the lure of easy profit Unfortunat r, ther l be a 
number of these shady characte1 » W es ¢ ¢ t de 
there are too many loopholes { present reguiat ern transactions 

he Cares eC! ‘ As Oo ( tes 
onv b a} ( ! ( gS I f cor 

nient loophol ! ¢ g $ I i 
— TET 

We sincerely hope that l eff fs Moody” » iz 
exposing tl cious Sena 1ga 

ns, and that promp eff easure to st it the 
operations of these traitorous leeche \ m ff sys of 

llocations for nickel and other scarce materials, especially to small users, cer- 
tainly seems to be an immediate necessity 

The one bright spot in this whole odoriferous situation is provided by the 
courageous and patriotic action of a few men in the plating industry who helped 


to expose the whole mess, rather than go along dealing with the racketeers. The 
plating industry owes them at least a rising vote of thanks 
W. A. RayMonp, Hditor. 

While the demands of our industrial mobilization program have 
undeniably placed nickel in extremely short supply, and thus almost 
inevitably opened the door to abuses in its distribution, it is also an 
unquestionable fact that the fuzziness of OPS’s price-control regu- 
lation has placed a welcome mat before those who have a mind to 
profit by circumventing Government price ceilings. 

CPR 29 establishes a ceiling price on nickel scrap of 4014 cents 
per pound. To escape the application of this regulation, it is neces- 
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sary only to cast the scrap into anode form. It then is governed by 
( ‘eiling Price Regulation No. 30, which allows it to be sold at the 
highest price at which nickel anodes were sold by the particular dealer 
during the base period. It seems strange that nickel scrap in one 
form can be sold at no more than 4014 cents per pound, but if the form 
is changed it can then be sold at a legal price of $4.50 or more. The 
fact that metal dealers were soon to find this loophole is evidenced 
by the following extract from a transcript of the hearings on this 
problem: 

Mr. Lona. First, in reference to the OPS regulation, is this basically the way 
you interpret the regulation, Mr. Reichenthal, that it applies to scrap in the form 
of shavings, and so forth? 

Mr. ReEIcHENTHAL, That is right. 

Mr. Lone. But if you take that scrap metal, cast into an anode form, the regu- 
lation no longer applies to that anode cast from scrap. 

Mr. REICHENTHAL. Well, we were told, or rather I do not want to say that I 
interpreted the law, that on anodes that was our own free price. In other words, 
as of between December and January, if I have charged nickel anodes at three 
and a half I am still permitted to charge for anodes, but as far as scrap, that is 
out. 

Mr. Lona. It made no difference that this was an anode that had come from 
scrap material rather than a primary anode? 

Mr. REICHENTHAL, That is the way we interpreted it. 

Mr. Lone. Did it not seem strange to you that the regulation would cover scrap 
when it was in one form and would not cover scrap when in another form? 

Mr. REICHENTHAL. Well, it sounded kind of, I would not say foolish, but that 
was the law. That is the way we understood it and that is the way we were 
told. 

Senator Moony. Who told you that? 

Mr. REICHENTHAL. We were told by several metal men when we had a few 
meetings and we wanted to know what should we do. And, furthermore, this 
particular metal, these particular anodes, were made from this scrap that I have 
bought before, which I have paid as high as three, three-ten, maybe two-eighty- 
five on an average. 

It is especially unfortunate, insofar as nickel is concerned, that the 
base period which determines the price was December 19, 1950, to 
January 25, 1951, inclusive. Nickel was in very short supply during 
this period and was then selling at premium prices. The effect of the 
general ceiling price regu lation, in respect to nickel, was to legalize 
this premium price. However, the majority of the metal dealers were 
not content with the astronomical profits that could legally be made 
under these regulations. There was found to be general noncom- 
pliance with the existing OPS regulations in the nickel field. M: iny 
of the individuals and firms had not compiled a price chart, as they 
were reguired to do; many did not know what their ceiling price was, 
and some even said that the regulations were so complicated that 
they had made no attempt to interpret them. 

The Office of Price Stabilization has been investigating the com- 
panies involved in this gray market for the last 4 months and is plan- 
ning criminal prosecution in a number of the cases. OPS estimates 
that the investigation and public hearing of your committee unc overed 
approximately 50 companies that were in violation of their regula- 
tions and that a minimum of $150,000 wili have to be returned to pur- 

chasers as civil damages. Penal damages are conservatively estimated 
at an additional $300,000. 

Although over 4 months have passed since the loopholes in the 
Office of Price Stabilization regulations were exposed, no new regu- 
lations have appeared that deal with the situation. 
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CHAPTER I 
PART 5—RUBBER 


No materials program of the Government during 1951 became in- 
vested with greater small-business significance than the handling of 
the rubber allocation program. There are also provided few recent 
examples more eloquently attesting to the need, from the standpoint 
of small business, for a continuing congressional check on the adminis- 
tration of our mobilization program than that presented by the man- 
agement of this basic commodity in time of nat ional emergency. Per- 
haps the two chief factors in preventing the closing down of many 
small users of rubber were the recent sharp rise in the production of 
ieee rubb er and the c lose ex: amination which your committee gave 


distribution of elie r to the foie stry. 

Small companies comprise the vast majority of this nine-hundred- 
odd company industry—a low plateau dominated by the monolithic 
giants, United States Rubber Co., B. F. Goodrich Co., Goodyear Tire 
& Rubber Co., and Firestone Tire & Rubber Co., which Big Four enjoy 
the distinction of being the sole producers of tires, the so-called origi- 
nal equipment, for new passenger cars. The rest of the industry con 
tents itself with sharing in the production of replacement tires, truc k 
and farm equipment tires, camelback, and innumerable products and 
parts made of rubber which range from huge con iveyor belts to crutch 
tips. 

“arly in the year your committee received many complaints from 
officers of small rubber companies that the allocation program of the 
Government had cut them back to a point where it was becoming im- 
possible for them to operate at all, much less at a profit. These 
charges did not abate when the Department of Commerce official in 
charge of the rubber-allocation program, considered by many small 
users of rubber as being sympathetic to their interests, was summarily 
dismissed. When cognizance of this confused situation became impera- 
tive, the chairman of your committee appointed a subcommittee to 
investigate the available supply of rubber and the distribution of that 
supply, admittedly inadequate, among both small and large — 
nies. The members of the subcommittee were Senator Guy M. Gil- 
lette, chairman; and Senators Russell B. Long; Lester C. Hunt; 
Edward J. Thye; and Robert C. Hendrickson. 

The subcommittee chairman at once issued a statement that— 

There are grounds for grave doubt that available supplies of rubber are being 
illocated equitably among small and large manufacturers of rubber products. I 
have personal knowledge of several small companies which are on the brink of 
bankruptey because they cannot obtain sufficient rubber to operate at a mere 
break-even point. The larger companies, on the other hand, seem to be ex- 
periencing little difficulty in continuing operations. We intend to. explore this 
situation fully. 
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Subsequently, extensive hearings were conducted during March and 
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; from the smaller companies and the rubber industry indicated 
ral belief that the rubber allocation program had been unwisely 
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field. while militating against the interests of 
and bent | ater the bar . of the fifth tire on new 
compan eS preempting the markets 
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of rubber, there follow excerpted portions of the actual testimony of 
several witnesses 

Question. Under your ation of 6,159 ul how any days per week 
an you operate? 

Witness. Three 

Question. What is your break-even point? 

Witness. At the very minimum, I would say 18,000 pounds 

Question. And you are getting 6,000 

Witness. Yes. 

* + * ” 
\V s. Nov f we are only able to supply, let’s say, a third of the 
f items l which this customer needs to keep a production 
oing it leave \ if he can get somebody else to do it. So the 

g rubl com] es ¢ ind they say, “We've got plenty of rubber.” We 

ll over, everywhere e sell a product 

+. e * 
\\ s. We feel that the industry een be ved by the cut-back of natural 
tl gh the end-use specifi s Wi e Government’s promise to 
ubber to place the tural d now they are not doing it. 

* s o * . 
\\ rire ] ow bee t Llowever, the quotas have 
k ti ( nd bb ch ij ongel eded for tires 
w b sferred to these companies 4 ic divisions, This puts the 
si f these tire ce ) es ! to go out and take the 
5 ‘ rubbe hi | Ss who no longer can supply 

l s ry existe Ss now iplete threatened. 

> ~ e 
Witne Under the February 19, 1951, allocation our civilian workweek was 
ed to (1) making truck tires 144 days per week; (2) making passenger 
S days per week; (3) not making any ielback at all. Realizing we 
( se all of our highly skilled labor and could not possibly remain a 
mm this kind of a workweek, we filed an appeal with the Rubber 
D f NPA on March 2, 1951, This appeal was most carefully prepared, 
vit the criteria established by NPA itself, and on March 9, 1951, we received 
| reply and found that for April 1951 we could (1) make truck tires 2.4 days 
er week; (2) make passenger tires 2.4 days per week; (3) make camelback 2.4 

days per week. 

Now, since then we have been advised that there is a further reduction coming 
it April 1, which will cut us back right across the board from .2.4-days-a-week 
yperation, to 2.04-days-per-week operation. To restrict our little company to a 

vili workweek of 2.4 days will ere destroy many of our customers 
who depend upon us for a major portion of all of their supply of new tires and 
imelback. It will: 

(1) Cost more than 200 skilled rubber workers their jobs. This should not 


it is a fact—and was 


builders were 


so testified to yesterday by Mr. 
actually taken out of the front 
War II. And please also note 
production is the heavy-duty truck tire. 
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(2) Destroy a considerable part of more than 400 individual small and 1 
tire dealers and retreaders who look to us for their supply of new tires and 
camelback. 

(3) Destroy a capital investment in excess of $2,000,000. 


* k % * o * 

Witness. As automobile production goes down, the rgest tire manufacturers 
who supply all original equipment tires, will have ey i. tires which can be di- 
verted to the replacement field Chis will give ther in unfair competitive ad- 
vantage against Smalier ! nufacturers, whose enti ir f income 1s trom 


selling replacement tires 


Question You are col ed what the I 1 ] he 


hher 
l 


Witness. No; Lam more conce! 1 with wl g h that 


big percentage ¢ f svnthetie 1 she t the 4 pee e the fifth 
re, They are not going to p vn 
good truck tire with all tha ‘ i sai 
tf our ¢ er the ither SeLoTne f 1 1 ‘i V ’ ,' ; 
molded products, in heels and soles $ 
panies 
As small company Witl > atter witness fold tol es of hard- 
ships, the rubber subcommittee chairman ¢ racterized the Grovern- 
? : : 1} 1 
ment’s handling of the rubber program as having been conducted with 
} 


“oross laxity,” and called for the appointment of a “rn bber ezar”’ such 
as administered the national rubber program during World War IL. 


Jess Larson, then he id Ol the General Serv Adm stration, testi- 
fied to his belief that NPA’s histor ase-period method of allocat- 
ing rubber was “grossly unfair” to small si} ind that rubber 
cut-backs “should be borne by those facilitic ost able to weather 


the present Cl isis.” 

One immediate result of the subeommittee’ terest the rubber 
allo ation program was an exen pl on gral i Api DY N] 
several hundred of the smallest rubber processors from a further per- 
centage cult back in their allocations 

The initial controls on rubber consumption we mposed on August 
25, 1950, by the publication of order 


prior to the passage of the Defense Production Act but pursuant to 


the Rubber Act of 1928, as amended. | eat orde! 
promuglated not bv the NPA, which vw OU yet existence, Dut by 


the Bureau of Foreign and Domestic Commerce of the Department 
of Commerce. Order R-1 allocated and limited the consumption of 
new rubber hydrocarbon during the months of September, October 
November, and December of 1950 to four-twelfths of the amount of 
new rubber hydrocarbon which each company had consumed during 
the base period (July 1, 1949 through June 30, 1950). 

This control was imposed beca ise ] ibber col umption in August 
of 1950 was running at the rate of approximately 114,000 long tons 
per month, or 1,430,000 long tons per annum. It had been previously 
determined that with the availability of natural and synthetie rub- 
ber, and considering the needs of the defense effort and-the national 
stor kpile, a level of YOOUUQ0 long tons per mo th shou 
limit of rubber consumption. 


| 
d be the upper 


During the base year consumption h ic eq aled 1.079.280 lot g tons, 
or almost exactly 90,000 long tons per month. It was not a period 


characterized by depressed or disrupted operations for most concerns. 
In fact, in the history of the rubber industry there was only one 12- 
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month period during which rubber consumption was at a higher level ; 
this was during the year 1947 when the industry consumed over 95,000 
long tons per month. It was the active contention of the smaller 
processors, however, that business in general wae actually bad for 
them during the last half of 1949 and the first quarter of 1950 and 
that the high rate of rubber consumption daring the base period re- 
flected unusually good times for the largest firms of the industry. 
Therefore, it was only on the assumption that extremely liberal ad- 
justments would be made that the representatives of the smaller com- 
panies agreed to the year ending June 30, 1950, being used as the base 
period. ‘ 

Shortly after the issuance of R-1, so many adjustmeuts of base 
had been granted on a “parity workweek” criterion, that during the 
month of September, when consumption should have been only 90,000 
long tons, actual consumption was 110,831 long tons. ‘The granting 
of further increases in base and other adjustments brought consump- 
tion for the month of October to 123,685 long tons. It therefore be- 
came necessary on November 1, 1950, to issue order M-2 which re- 
scinded the provisions of R-1, whereby companies were permitted 
to consume 100 percent of base during November and December, and 
restricted consumption for those months to 84 percent of base. Never- 
theless, consumption in November and December approximated 100,- 
000 long tons in each month, rather than the 90,000 long tons which 
NPA had programed. 

The total industry base continued to be adjusted. After all adjust- 
ments were granted on the “parity workweek” there were then some 
granted ona “plant capacity” theory, others were granted on a “profit 
percentage” theory and the base reached the point where on January 
25, 1951, it stood at 1,450,000 long tons per annum, or 40 percent above 
the actual base. This situation required the issuance of an amended 
M-2 on December 11, 1950, limiting consumption during January 1951 
to 82 percent of base, and for February 80 percent of base. As the 
base continued to mount the percentage of base which each company 
was permitted was decreased to the point where for February 1951 by 
virtue of M-2, as amended February 1, consumption was limited to 
72 percent of the adjusted base. It does not appear that all of the 
adjustments were limited to the small companies inasmuch as adjust- 
ments were granted to each of the so-called Big Four companies, to 
all but 9 of the 82 other large companies, and to only 464 of the then 
710 smaller companies. 

The end result of the adjustments granted and the variety of grounds 
upon which they were granted was to scramble the relative position 
of the members of industry and to thereby create serious inequities. 
Accordingly, on February 19, 1951, all of the adjustments which had 
been granted were abolished and a new set of firm criteria were estab- 
lished to revert to the actual historical base of 1,079,280 long tons, and 
to make only such adjustments as would meet those criteria. There- 
fore, by the time all of these adjustments were completed, and as of 
March 31, 1951. the base stood at 1,091,000 long tons. 

This decision was designed to put all of the companies in the rela- 
tive position which they actually held in the base period as adjusted, 
except for hardship in accordance with the criteria contained in Rub- 
ber Division Operation Instruction No. 1. It was intended by this 
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action to correct the fact that the base-period figures had DY then lost 
all semblance of reality and h ad become merely theo etical substitutes 
for actual base-period consumption. Her aga n. however, the smallez 
companies argued that the February 19 cut-back gave the Big Four 
more rubber in Mar h than in February, while most of the industry 
received less rubber 

It is to be noted that by virtue of the adj tents grante 1} rsuant 
to this action, only one of the Big our companies receive u iust- 
ment, only 26 of the next S82 large compani eived an adjustment, 
ind 571 of the by then 795 other companies re ed adjustment 

tdjustments made to historical base year, number 
1 

Big Four ; 1 { i 
Other large 8 ¢ f R2 

Total large ) ¥ : : 86 
Medium and small 

Over 100,000 adusted base 164 2 194 224 118 

100,C00 and under adjusted base 3>7 377 

Total companies ae on 1] f f iS 283 R81 


NPA Order M-2, as amended April 1, 1951, prohibited the in- 
stallation of more than four tires on any new passenger automobile, 
as well as the delivery of any passenger automobile with more than 
four tires, subsequent to that date (sec. 12, order M-2, April 1, 1951). 

Section 13 of the same order required that all manufacturers of 
large-size truck tires and tubes for busses and farm equipment were 
required to maintain the same rate of production during the second 
calendar quarter of 1951 as in the first calendar quarter. It further 
provided in paragraph B of section 13: 


t 


In addition, the saving ~ new rubber hydrocarbon resulting from the reduc- 


tion in original passenger-car tire and tube deliveries in April 1951 as com- 
pared with such deliveries in March 1951, is to be ed by each tire manu- 
facturer in the production of truck and bus tires and tubes in size 8.25 and up, 
and for farm tires and tubes ~ 


This action was taken because the production of large-size truck and 
bus tires and farm tractor and implement tires was not sufficient with 
rubber available to satisfy the demand for these relatively essential 
products. Inventories of truck and bus tires had dropped from 
1,300,000 units in July 1950 to 750,000 units at the end of March 
1951. Inventories of farm tractor and implement tires had dropped 
from 708,000 units in July 1950 to 325,000 units in March of 1951. 

Of this situation the Truck-Trailer Manufacturers’ Association 
stated that since February 1, truck builders had been receiving less 
than 50 percent of the large-size tires they required and that as a re- 
sult, 2,500 new truck-trailers were being stored on lots “complete and 
ready for delivery—except for tires.” 

By virtue of the action which required the channeling of the rub- 
ber from the fifth tire on passenger vehicles to the truck, bus, and 
farm tractor production, inventories of truck and bus tires rose from 
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750,000 on April 1 (the date of the fifth tire ban) to 1,047,000 in July 
(when the fifth tire ban was removed). Inventories of farm tractor 
and implement tires rose from 325,000 on April 1, 1951, to 860,000 in 
July. 

It should be remembered that there was no substantial increase in 
total rubber available during that period, and that the inventories of 
these essential items were increased from their perilously low point on 
April 1, to their relatively comfortable point in July only by virtue of 
the fifth tire ban. 

The fifth tire ban was removed on July 17, 1951, inasmuch as NPA 
had by order M-68 restricted passenger vehicle production to 1,200,000 
units per quarter. With this production five tires per car required no 
more rubber than was used duing the period of the fifth tire ban, 
namely, the second calendar quarter when new passenger vehicle pro- 
duction was 1,500,000 units. 

It should be noted that when the fifth tire ban was removed, it 
was required that truck and bus tire production and farm tractor and 
implement production during the third and fourth quarters be at the 

ime rate as it had been in the second calendar quarter. As a result 
of this action, truck and bus tire inventories at the end of October 1951 
were at 1.200.000 units. Farm tractor and implement inventories in 
October 1951 were 505,000 unit 


1 f ; 
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secause of the complexity of the subject and the widely held belief 
among small rul ber processors that their interests were inadequately 
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represented by the NPA’s Rubber Advisory Committee, the Rubber 
Subcommittee appointed a “watchdog committee” composed entirely 
of representatives of small- and medium-sized rubber processing com 
panies to act both as an advisory group to the subcommittee and as 
liaison between the National Production Authority and the Select 
Committee on Small Business. Mr. Donald F. Pratt, vice president 
of the Durkee-Atwood Co., of Minneapolis, Minn., was appointed 
chairman of the “watchdog” committee. 

The views and recommendations of this group of small rubber 
processors are reflected in the minutes of two meetings which the 
group held in May and August, which are set forth below: 


MINUTES OF MEETING OF “WATCHDOG COMMITTEE” APPOIN » BY St YM MITTEE 
oN RuBBER OF SENATE SELECT COMMITTEE ON SMALL BUSINESS AND Rt MMED 
DATIONS, May 14, 1951 


1. Because of the present low inventory of finished rubber ] s ere is 
a vital need to utilize the full manufacturing capacity of the entire rubbe 
industry so as to build a stockpile of finished usable merchandise rather thar 
to have only a stockpile of raw materials This cannot be overemphasized 
because the greatest asset this country can have in a time of emergency is a 
large stockpile of immediately usable finished product We must have a de 
ration of policy permitting the immediate full ut n of the rubber industry's 


plant capacity. NPA should make available at least 120,000 tons of total new 
rubber for the industry for the next 3 to 4 months 
2. Further investigation should be made by the subcommittee looking toward 


the discontinuance of controls on the con D n of total new rubber at an 
early date. From the testimony previously presented to the subcommittee, it 
appears that the goal of the natural rubber stockpile program is within sight 
and synthetic rubber production is being increased of Ww hv result 
in an ample supply of total new rubber available to the industry Che 
tinuance of controls over the maximum permitte con ption of total new 
rubber it seems could be announced to take effect at the ¢ of the third quarter 
of 1951, or shortly thereafter When ntrols are removed, it is emphasized 
that they must be removed on a systematic basis, it ce ince With a properly 
declared policy 

6. The program of expanding the prod 
be continued and if the entire capacity cannot 
the specification controls, the excess should be stockpile 

4. It is vital that synthetic production, even after 


be maintained and specification controls of the kind fou NPA Order M-2 
should be continued to assure continued consump \ i! ~ 1 


total available synthetic rubber 


5. Synthetic rubber should be allocated by NPA or ( erly ‘ her 
than on the present month-to-month prograr I} eati should be based 
upon the needs of industry, as forecast by industry ind should be keved t 


the product specifications found in NPA Order M-—2, appendix A, as it may be 
amended from time to time 


6. Because of the present method of allocating synthet ibber, a 
number of small companies receive only a very sn cation of synthetic, 
but a large allocation of natural rubber With the price of synthetic rubber 
controlled by the Government at 24144 cents per pound and the price of natural 
rubber controlled by the Government at 66 cents per pound, the small companies 
receiving a small allocation of synthetic are at a serious competitive disadvan- 
tage. It is understood that the price of natural rubber on the world market 
is dropping and is presently considerably lower than the Government controlled 
price of 66 cents. Further investigation should be made to assure increased 
synthetic rubber allocations to the sma ompanies and to urge the adoption 


of a natural rubber-pricing program by the Government which will bring Go 
ernment prices in line with the changing world market prices. 

7. In order to maintain an efficient operation, it is necessary that industry 
be advised of its allotments of natural and synthetic types of rubber in suffi 
cient time to properly schedule production. Currently, the Rubber Division of 
NPA announces these allotments on a month-to-mont sis and only a very 
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short time prior to the first of each month, It is impossible to maintain any 
semblance of an efficient production schedule under these circumstances. NPA 
id announce its allotments on a quarterly basis and well in advance of their 


shoult 


effective dates, 

8. The permitted exemption for small businesses, as provided for in the De- 
fense Production Act of 1950, should be enlarged so as to exempt by September 1, 
1,000,000 pounds of new rubber per month, 


1951, all co inies using less than 


be . 
from the total new rubber consumption limitations of NPA Order M-2. This 
would exempt approximately $6) companies who in turn use only 25.8 percent 
of the total new rubber consumed. Controls would remain on the remaiming tew 


companies (approximately 20), which consume approximately 74.7 percent. This 


would not exempt the small companies from the specification controls found in 
rder M-2, appendix A, but would eliminate the maximum permitted consump- 
tion limitations now found in the order. 

Q NPA Order M-2. as it was amended May 1, 1951, eliminated any restrictions 
in the importation of finished rubber preducts. This has caused and will create 
unusual hardships on a number of segments of the rubber industry. The import 
‘control provision should be reinstated in M-—2 so that importers must comply 
M-2 which are applicable to domestic 


with the specifications controls found in 
manufacturers. By striking this clause out of NPA Order M-2, NPA has dis- 
regarded the intent of Congress to protect domestic manufacturers, as expressed 
in the Rubber Act of 1950. 

10. The inventory controls found in the current M-2 order relating to tires 
and tubes are unworkable and do not conserve rubber, because the controls are 
not on the consumer, but only on the persons buying and selling. This provision 
should be eliminated. 

11. The effort by the Rubber Division to determine essentiality of products, as 
shown by its appendix B in order M-2, is ill-conceived and not the result of full 
investigation or substantial information as to varying degrees of essentiality 
among different rubber products. 

To put a number of these recommendations into effect, the committee recom- 
mends the following specific changes in NPA Order M-2: 

(a) There should be stricken from section 8 (a) the provision eliminating 
the reference to appendix B and to the consumption of 90 percent of the base 
period consumed in the manufacture of items listed in appendix B. Appendix B 
shoul be eliminated 

(b) Section 3 (¢) should be amended to read as follows: 

“The limitation provided in this section shall not apply to any person whose 
total consumption of new rubber (including all synthetic, both dry and latex, 
and all natural except latex) does not exceed in June 1951, 250,000 pounds, in 
July 1951, 500,000 pounds, in August 1951, 750,000 pounds, and in September 1951 
ind monthly thereafter, 1,000,000 pounds.” 

Assuming the current usage of 91,000 tons per month, this proposal would 
gradually eliminate all but approximately 20 companies, each of which consume 
in excess of 1,000,000 pounds per month. These companies actually use approxi- 
mately 68,000 tons, or 74.7 percent of the total permitted use. So far as limita- 
tions on maximum consumption are concerned, controls over approximately S80 
companies would be reduced to controls over approximately 20 companies. The 
S60 companies consume only approximately 23,000 tons, or 25.3 percent of the 
total permitted consumption. The exact number and name of the companies 
which consume in excess of 1,000,000 pounds per month is confidential informa- 
ion previously submitted to the Senate subcommittee by NPA officials in execu- 
tive session on April 3, 1951. Inasmuch as this change does not eliminate the 
specification controls over small companies, we could be certain that the proper 
proportions of synthetic and natural rubbers would be consumed by these 860 
small companies without being subjected to limitations on their over-all use of 
new rubber. 

(ec) Section 11 (a), relating to the basis of allocation of GR-S, should be 
changed so that the method is clearly spelled out. As it now reads, the only 
information is “that each consumer of GR-S will be allocated a fair and propor- 
tionate share of the total available.’ The formula or formulas adopted from 
time to time by the Rubber Division are not disclosed, 

The section should provide that each member of the industry file quarterly a 
list of his requirements for GR-S by end product, in accordance with the speci- 
fications found in appendix A, as they may exist from time to time. The amount 
of each manufacturer’s anticipated quarterly usage of GR-S is governed by such 
specifications. The total available GR-S should then be allotted to each company 
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in proportion to his requirements, as so filed In e event the total available 
will not meet all requirements, the requirements should be reduced percentage- 
wise across the board to each company. 

It is vital that the continued consumption of GR-S be assured and, when it 
becomes in ample supply, the synthetic plants must not be allowed to shut down 
GR-S production must be maintained, and the regulations should make certain 
that the available GR-S is consumed 

(ad) The monthly reports of rubl 
section 16 should be made so that ea 


er consumption nd stocks referred to in 
ch company reports its consumption by cate- 

gory or by code number, which code numbers are set forth in appendix A of 
NPA Order M-2. 

(e) Section 20, relating to inventory limitations on any person dealing in new 
tires or tubes, should be eliminated 

As noted above, this section 20 does not conserve rubber, because it does not 
limit the inventories of the consumer 

(f) There should be reinstated in order M-—2 the import restrictions require- 
ments found in order M-2, as amended April 1, 1951. This section provides that 
no product for which specifications are established in appendix A may be im 
ported for consumption unless a certificate is attached to the invoice that the 
product contains no more natural rubber than permitted by NPA Order M-2 
for similar products 

This recommendation is the result of a demand from innumerable small com- 
panies; and, as mentioned, its elimination from the order i 
ships on small companies and is contrary to the intent of Congress, as expressed 
in the Rubber Act of 1950. 

Each of the foregoing specific recommended changes in order M-2 was indi- 
vidually voted upon by each member of the watchdog committee present and 
unanimously approved. 


severe hard 





MINUT¥s OF MEETING AUGUST 2, 1951, AND RECOMMENDATIONS 


The meeting was called primarily to review the provisions of NPA Order M-z 
as amended July 17, 1951, and the effect of these provisions particularly on small 
business in the rubber industry 

The following actions and recommendations were unanimously approved after 


each person present had expressed his viewpoints individually 
1. The basic principles of this committee’s program, set forth in the minutes of 
our previous meetings, must be reiterated and reemphasizer Positive action 


must be taken by NPA to carry out this program Emphatieally, it is: 

(a) There is a vital need to utilize the full manufacturing capacity of the 
entire rubber industry. A stockpile of immediately usable, al, 
products is more important in time of emergency than only a stockpile of raw 
materials. We must have a declaration of policy and positive action permitting 
the immediate full utilization of the rubber industry’s plant capacity. Sufficient 
total new rubber to make this policy effective should be made available 

(b) Systematic removal of controls on the total consumption of new rubber 
should be brought about promptly. This can be accomplished best by increasing 
the small-business exemptions found in section 8 of order M-—2; i. e., exemptions 
should be increased from month to month so that in the immediate future 
companies using less than 250,000 pounds per mont and thereafter, on a 
graduated basis, companies using less than 1,000,000 pounds per month) will not 
be limited in their total consumption, all to the ultimate end that all controls over 
the maximum usage of new rubber be removed as to everyone 

(c) The synthetic rubber production program must be maintained without cut- 
back and without permitting the plants to again be put in moth balls. Syn 
thetic rubber must be used and should be allocated in accordance with the end- 
product specifications found in order M—2 and in accordance with each company’s 
and the industry’s requirements. 

2. Although NPA announced its desire to assist the Smaller rubber manufac 











turers and accordingly was increasing the exemptions on total new 

sumption from 25,000 to 150,000 pounds per quarter, an examination of section 3 
(d) shows that nothing of the sort was done. The conditions surrounding the 
so-called 50,000-pounds-per-month small-business exemption make the exemption 
practically useless and impose onerous restrictions which did not even apply 
when the exemption was 25,000 pounds per quarter A sm business man can- 
not use 50,000 pounds per month: 
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(a) If it is used in the manufacture of the so-called less essential items listed 
in appendix B. As to such items he is still limited to 90 percent of his base. 

(0) If any part of the increased use is in natural rubber or in anything other 
than GR-S. 

(c) If in exceeding his base he uses more than 64 percent of his natural-rubber 
base as determined by NPA. 

(dq) If he deviates from the appendix A specifications except upon special 
authorization by NPA. 

(e) If he transfers to other consumers more new rubber hydrocarbon than he 
transferred during the second quarter of 1951. NPA’s magnanimity in increas 
ing the small-business exemption becomes a farce. The increased exemptions 
should be without any restrictions except the specification controls of appendix 
A. Every one of the conditions attached to the exemptions should be removed. 

NPA states that 679 companies are involved in this exemption, although accord- 
ing to the committee's figures the correct number is 586. Even with the larger 
number, NPA’s figures show that the total additional GR-S which will be used 
by increasing this exemption will be less than 750 tons per month. The entire 
industry used from 91,000 to 92,000 tons per month. The 750 added to 91,000 is 
infinitesimal, only eight-tenths of 1 percent, and makes it perfectly plain that 
NPA is not making any effort to aid small business but is merely giving lip 
service to a policy which has been reiterated time and again by Congress. 

As it now stands, based on the March 30, 1951, adjusted bases of each of the 
SSO rubber companies: 

Tons 


” 


22 companies use 1,000,000 pounds or more per month, consuming 66, 037 
» companies use between 750.000 and 1,000,000 pounds per month, con- 
1, 991 


suming — 
6 companies use between 500,000 and 750,000 pounds per month, con 


suming . 1,562 

9 mpanies use between 250,000 and 500,000 pounds per month, con- 
suming est, ; pee oi CES 

] companies use between 100.000 and 250.000 pounds per month, con- 
suming es ico. Opeee 

1S1 companies use between 50,000 and 100,000 pounds per month, con- 
suming 2. 527 


44 companies, total ‘ -. &, 521 


View A 


. 6,479 


vob Companies 


There is no justification whatsoever for the complicated restrictions found in 
ection 38 (d) 

Exemptions up to 250,000 pounds per month should be immediately written 
to the regulation without any crippling conditions. In the light of the present 
pply of synthetic and natural rubber, neither NPA nor the national security 
taking even a calculated risk in adopting this committee’s recommendations, 
The manufacturers of appendix B items should not be restricted to 90 percent 


f tl djusted base in the manufacture of such items. Appendix B should 
be deleted It cannot be said that such items as replacement passenger tires, 
ibes, automotive equipment, and other similar items found in appendix B are 
» unessential that only 90 percent of a manufacturer’s base-period rubber can 
he sed r sucl ems 
One of the cogent sons given by NPA for establishing appendix B was the 
prohibition against the fifth tire for original equipment passenger automobiles. 
The excuse of appendix B ad ppeared with the removal of the fifth-tire ban 
nounced at the time of the July 17, 1951, amendment to M-2. 
t, The committee restates its insistence that the clause restricting importation 
f rubber products which do not comply with the specifications in appendix A 
should be reinstated NPA has given no satisfactory answer. 
>. The committee restates its objection to the provision restricting inventories 
f tires and tubes t 1 50-day supply. NPA has given no satisfactory answer. 
6. The committee restates its position that GR-S should be allocated in accord- 


ince with end-product specifications and the requirements of the various com- 
panies and of the industry. NPA has given no satisfactory answer. 
7. Reports have been received by the committee of serious manpower shortages 


which are developing because of the failure of the military to release essential 
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workers from active duty Action should be taken to prevent or correct any 
arbitrary action of the military which adds to the manpower problems of the 
small rnbber manufacturers 

The watchdog committee recommends an « y meeting with the Senate Sub 
ommittee on Rubber and with the proper Govern: t officia present to discuss 
in detail the recommendations contained in these inutes as we S 


recolumendations previously 

In December the National Production Authority announced that, 
effective January 1, 1952, there would be a general relaxation of re- 
strictions on rubber consumption with abolition of the restrictions on 
production of t ires and other rubber goods plus an end to the alloca 
tion of GR-S. Syntheti ec output had climbed from 50.000 long tons 
a month in Apr 1 1950 toa rate of more than 67.000 lone tons a month 
at vear’s end, 1951. Inventories on December 31. 1951. were eX] ected 
to reach almost 100.000 tons. For the first 1 e since the fall of 1950 
substantial quan tities of GR-S would be available fo1 export to 
friendly nations in the early months of 1952. 

Although the majority of presen t — on rubber were thus re- 
moved, four major restrictions remain 1 effect. [hese are : 

Manufacturing specifications, whiel 1 maintain a ratio between 
natural and synthetic rubber consumption, while aed considerably, 
were continued in force. 
Allocations on buty] synthetic rubber were continued until such 

time as supply comes closer to meeting demand. 

3. Inventory controls were kept on GR-S and GR~-I to prevent a 
sudden de :pletion of stocks. 

4. While the private importation of dry natural rubber was still 
prohibited, users of natural rubber latex may import it after March 


94 
Oise 


Moreover, your committee, in line with its recommendations in its 
previous annual report, has been pleased to note a substantii a increase 
in the extent of part cipation by smal] compat =: in the syn thetic- 


rubber program, as indicated by the following tabl 
Operators of Government-owned synthetic rubber, Cope he f bie th oe 
( npany 7 cipants WV ] 


See footnote at end of table. 
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Operators of Government-owned synthetic rubber, Copolymer facilities and other 
company participants as of May 15, 1951—Continued 


A pproxi 
mate pro- Percent 
Operator Plant location Guction Other participating companies of partie- 
ens? ipation 
tons 
Copolymer Corp.? Baton Rouge, La 43,000 | Armstrong Rubber Co., West 12.5 
Haven, Conn. 
Armstrong Rubber Manufactur- 12.5 
ing . Des Moines, Iowa 
sete Rubber Co., Dayton, 12.5 
ior 10, 
Gates Rubber Co., Denver, Colo 12.5 
Lee Rubber & Tire Corp., Con- 12.5 
shohocken, Pa 
Mansfield Tire & Rubber Corp., 12.5 
Mansfield, Ohio 
Sears, Roebuck & Co. (including 12.5 
Armstrong Tire & Rubber Co., 
Na os , Miss., in which Sears, 
Ro ck & Co, owns 50 percent | 
a vaenias teak | 
Seiberling Rubber Co., Akron, | 12.5 
Ohio. | 
Kentucky Synthetic Rut Louisville, Ky 37,000 | American Hard Rubber Co., New | 10 
ber Corp York, N. Y. | 
Boston Woven Hose & Rubber 10 
Co., Boston, Mass. | 
Brown Rubber Co., Inc., Lafay- | 10 
ette, Ind 
Hewitt-Robbins, Inc., New York, | 10 
N.Y 
Goodall Rubber Products Co., 10 
Trenton, N. J | 
Sponge Rubber Products Co., 10 
Shelton, Conn. 
Sheller Manufacturing Corp., 10 
Portland, Jnd. | 
Simplex Wire & Cable Co., Cam- 10 
bridge, Mass 
rhiokol Corp., Trenton, N. J 10 
Ray bestos-Manhattan, Inc., Pas- 10 
saic, N. J 
Includes production from 6 additional reactors which are not yet in operation but are now being installed. 
7 Copolymer Corp. and Kentucky Synthetic Rubber Corp, are each separate corpe watt ons which are 
Ww | wned by t “ i listed equal stockholder 


These fortunate developments greatly improved the position of 
small- and medium-sized rubber companies. Your committee is of the 
opinion, however, that the study of the rubber situation undertaken by 
its Rubber Subcommittee had a salutary effect both on the industry and 
on those Federal agencies charged with regulating rubber. While 
there exists the possibility of a sudden deterioration of the present 
improved circumstances, your committee feels that it would be un- 
wise, if not foolhardy, to discontinue the observance of the small-busi- 
ness rubber problem which has been exercised by the Rubber Sub- 
committee. 

In addition, and most importantly, your committee is uneasy about 
the general balance of power within the rubber industry, and conse- 
que ntly it p lans to kee pun ider closest observation the existence or 
development of es conditions which even give the appearance of fos- 
tering monopoly in any and all segments of the industry. 
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CHAPTER I 


PART 6—PLASTICS 


In its last annual report (S. Rept. 2, 82d Cong., Ist sess.), the Senate 
Small Business Committee devoted a section to a brief outline of the 
development of a new and growing industry, that of plastics. At 


that time, those numerous fabricators or molders dependent upon a 
steady supply of basic materials for their continued existence were 
threatened with extinction because of the overwhelming demands of 
the synthetic rubber program which was reactivated upon the out- 
break of war in Korea. Both GR-—S, the common form of synthetic 
rub ber, and polystyre ne, the most common mold og material, com- 
peted for the available sup plies of benzene and quite naturally, the 
higher priority was given to the needs of the rubber program. 

Nonetheless, ‘your committee was concerned about this situation, for 
it appeared that an important new industry was quite likely to be 
overlooked and doomed during those hectic aos following the en- 
gagement of our military forces in the Far East. This was par- 
ticularly true, since the plastics industry was composed almost com- 
pletely of small, independent molders, the great majority of whom 
employed fewer than 50 emp loyees. Furthermore, it was obvious th it 
such an atomistic industry would have difficulties in making its voice 
heard in the councils of state in competition with those other indus- 
tries and pressure groups arrayed on the opposite side of the issue. 

For those reasons, your committee scheduled a hearing in mid- 
January at which all segments of the plastics industry testified and 
at which the Injection Molders’ Committee on National Security pre- 
sented its findings and its recommendations. Noting that the planned 
production of synthetic rubber for 1951 would give the rubber indus- 
try one-third more new rubber than it had consumed in 1947, the year 
of its peak consumption of new rubber, the plastics industry asked for 
a very slight revision in the rubber program until the expansion of the 
benzene supply could maintain the plastics industry at a break-even 
level. The Injection Molders’ Committee oa that a 2-percent 
slice out of the 1951 rubber pie would afford sufficient relief to their 
industry to help it weather the first impact of the defense effort. 

The Injection Molders’ Committee on National Security presented 

1 four-point program to your committee at that time and simul- 
cansenenalin sought administrative action by the mobilization agencies 
to produce the desired result. In addition to a slight revision in the 
production schedule for synthetic rubber during the first half of 1951, 
the industry committee recommended a cut in ‘the styrene content of 
GR-S pursuant to tests which had just been made showing that syn- 
thetic rubber could be made successfully and performs satisfactorily 
with a content of 17.6 percent of styrene rather than with the 23-per- 
cent formula then being followed. A third recommendation called 
for a frontal attack on the problem by a prompt increase in the sup- 
ply of benzene which would immediately result in increased supplies 
of styrene for the synthetic-rubber program and in more polystyrene 


for plastics molders. The fourth and final recommendation sought 
7 
89 
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more heht on projected military and defense orders for injected 
molded parts which were, up to that time, only in the rumor stage. 

Following the hearings, your committee was represented at several 
meetings bringing together key mobilization officials and representa- 
tives of the molders. At one such meeting, held on February 5, Mr. 
Glen Ireland, then Deputy Administrator of the National Produc- 
tion Authority, revealed that the synthetic rubber program had de- 
veloped “bugs” and was behind schedule due to those production 
difficulties. He promised the delegation that all benzene and styrene 
not utilized by the rubber-making facilities due to that delay would 
be immediately turned over to other regular uses. Summarizing 
his views on the plastics situation, Mr. lreland wrote as follows on 
february 20: 

Fortunately, certain immediate relief is now inuring the nonrubber program. 
In fact, the precise results which would accrue if the proposals made in the 


ustics committee report of reference were to be put into effect, are being 


zed to a considerable degree at the present time. Specifically, (1) the rate 
which styrene is being consumed by the rubber program during the first 
uarter is substantially less than the amount that had been scheduled. (2) 


rhis Authority has been assured that all unused styrene which has been com- 
mitted to rubber production is being promptly released. ‘The program has there- 
fore been phased-back to a considerable extent (3) A sizable part (about 
ne-third) of the current rubber production is being made using a reduced bound- 
stvrene content. If the tires made therefrom are found to be satisfactory (tests 
now under way), a reduction from 23.5 to a 20 percent styrene content will 
be made, resulting in a 16.5 percent saving. ‘The savings in styrene resulting 
from this reduction would then be available for nonrubber usage, the great 
proponderance of which is in plastics. 

fhe Office of Rubber Reserve have assured us that they are following this 

rogram actively. 

From data made available to the Senate Small Business Committee 
from officials responsible for the synthetic rubber program, the fol- 
lowing table and chart showing the lag in full-scale production of 
GR-S and the increasing percentage of low-styrene-content rubber 

ive been prepared : 


GR-S synthetic rubber production 









| . yonr | 
M | ) \T ve. | Percentage 
edule ! sheawse * | Total pr low-base 
Luc \ — of 
- 
} 122, 752, OO | 106, 971, 264 35.9 
Fé 116, 480, 00 |} 101, 260, 901 | 32. 4 
March 127. 680, OOK 121, 299, 848 | 42.9 
AY 140, 000, 000 | 45.9 
M 140, 000.000 | 160, 500, 000 | 13.9 
Ju 140, 000,000 | 160,500,000 | | 65. 0 
Tn _....| 140,000,000 | 160, 500, 000 | | 109, 843, 005 | 76.1 
August . 140, 000,000 | 160,500,000 | 104, 701, 825 | 74.4 
“tember 140, 000,000 | 160, 500, 000 | 96, O78 7 74.0 
October ' 140,000,000 | 160, 500, 000 146, O82, 510 | 110, 0: 152 75.3 
November 140. 000, 000 160, 500, 000 | 3 134, 400, 000 | %102, , 000 $76.2 
December 140. 000, 000 160, 500, 000 | * 144, 600, 000 | #113, 220, 000 $78.4 
' 
'Th lule announced September 1950 and looked to snnual production rate of 750,000 long tons per 


2 Revised schedule ordered by Wil urison, Administrator, Defense Production Administration, 





iddressed to Re ance Corporation, dated Apr. 13, 1951, calling for an annual 
production rate of GR-S of 860,000 1 or a monthly rate of approximately 160,500,000 pounds. Steps 
t va this rat f production were to be oe rn !4Hy liately.”” , 
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Subsequent events further eas sed the polystyrene shortage, and your 
committee has not been able to confirm a single business failure in 
this field which may be attributed wholly or principally to the lack 
of molding materials. Furthermore, other developments have guar- 
anteed a continuing supply to the industry at rates above the 100° per- 
cent of base period usage and well above the allocations of 60 
or 70 percent made during the latter months of 1950 an l early 1951. 

Contributing to the easing of this shortage have been the energetic 
and successful efforts of pr ivate chemical corpor tions and Govern- 
ment agencies in increasing the levels of American imports of ben- 
zene from England and Western Europe. With the full backing of 
the NPA and the Office of Rubber Reserve, private companies in the 
United States were able to triple the amount of benzene coming into 
this country during the past 12 months; as a matter of fact, the quan- 
tity has risen from an insignificant trickle during the first half of 
1950 to a point where it constituted almost 25 percent of our total 
supplies during 1951. While it is question: able whether our economy 
should remain dependent upon foreign sources for this important 
chemical, there can be no doubt that the almost miraculous rise in 
imports during the past year saved many hundreds of small plastics 
firms from the industrial dump heap. Before leaving the subject of 
the supplies of benzene, the most important basic material in the oe 
duction of both polystyrene molding material and styrene for GR-S 
synthetic rubber, another important development might well be noted. 
Prior to 1950, only a minute amount of benzene was contributed to the 
supply through imports and only 2 or 3 percent was represented by 
benzene produced from petroleum. During 1950, some 20,000,000 gal- 
lons out of a total supply of 200,000,000 callons—or LO pere ent—was 
put into the pipeline from foreign sources and another 5 percent, or 
10,000,000 gallons came from petroleum-utilizing sources. e re- 
mainder, and by far the largest portion, thus was accounted for as a 
byproduct of the process producing coke for steel furnaces. 

Significant changes occurred during 1951, however; changes which 
will materially influence the supply picture in the future. Not only 
were imports raised 300 percent to 60,000,000 gallons, but the amount 
of benzene coming from petroleum byproducts more than doubled 
to a point where it accounted for approximately 12 percent of the 
total supply. Moreover, further expansions in this field will bring 
the total eee ne benzene supply to a rate of 100,000,000 gal- 
lons a year by the end of 1952 at which point it may supply almost 
one-third of the Nation’s requirements. This tremendous expansion 
assumes great importance when one realizes that our imports repre- 
sent a vulnerable source of supply and that all the present and future 
expansions in steel production will provide only 10 or 15 percent more 
benzene from the coke ovens put into operation in connection with the 
steel program. 

In this one field, at least, your committee is able to look into the 
coming year with more confidence than it felt 12 months ago when it 
surveyed the outlook for 1951. While imports at the high 1951 rate 

‘annot be forecast with any degree of certainty, it does ¢ appear that 
at least 35,000,000 or 40,000,000 gallons will be a minimum quantity 
with 50,000,000 a definite possibility. With further increases in the 
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ur 
in petroleum and coke-derived product . there iould be no serious 
ick squeeze during 1952, assuming, of course, that no unforeseen « xpan- 
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ar- sion in the synthetic rubber program is requ red or that mill iry 
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60 Leaving the supply picture, your Small B ness Committee feels 
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PRODUCTION OF FOUR MOLDING MATERIALS 
1946—1951 
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On the other hand, it woul , be overlooking a significant fact in the 
plastics industry if one were to assume that a constant supply of mold- 


ing materials would sananiiial “business as usual.” For an industry 
which increased 400 percent in a 4-year period, it is a aren hardship 
to be forced to remain static. The table and the graph printed on 


preceding pages de pict the r: aad evrowth ¢ urve of the casein molders 
and the definite leveling off experienced during 1951. Should supplies 
follow the pattern expected at this time, a further severe restriction 
on its upward progress will be noted at the end of 1952. For an in- 
dustry which has so increased its capacity in anticipation of rising 
demands upon it for both civilian and defense goods, acute financial 
distress may result from restrictions being placed upon that growth. 

Throughout this discussion, it has been assumed that there is an 
unlimited demand for plastic items molded from polystyrene and that 
supply was the only unknown quantity facing the individual entre- 
preneur, As a matter of f: cl, there is tod; Ly, and has been for the last 
several months, a sagen le demand pl cture due in large part to two 
factors. In the first a 4 the expectation ol f short supplies during 
the past year naturally led to overestimates on the amount of material 
needed and large inventories were accumulated whenever possible. In 
addition, recent restrictions on production and lessening of demand 
for various consumer durable goods have also cut the orders for such 
items as large molded assemblies for electric refrigerators, television 
sets, washing machines, and automobiles. This factor is expected to 
be a te mporary depression, since demand for these items probably will 
rise in the coming months and widespread substitution of plastics for 
scarce materials should offset the cuts in production of products 
requiring plastic components. 


Oruer Puastic MATERIALS 


Thus far your committee's over all activities i} the plastics industry 
have been confined to that portion utilizing polystyrene molding 
material. Both the table and the chart reproduced on preceding 

: 


pages illustrat » however, that there are other i portant segments ot 
this industry which have been overlooked, even though thev are them 


selves most significant to the small business community. Our course 
of action has been determi ed by an apprais i of what we felt to be 
the most pressing needs requiring as rapid i solution as poss ib le. 

In general, most of the other raw materials fon the plastics molders 
and processors are now in 2 relatively bala ce upply after periods 
of shortages due to increasing inventories wl a may be attributed to 
anxieties over future supplies and to peat tion difficulties arising 
from the initial impact of the rearmament effort 

Polystyrene is a membe of thi thermoplast bra ich of the pl istics 


family. In molding polystyrene a 
is to load plastic compor ds nto i hoppe er which feeds into a evlinder 
Then a ram moves tl I 

material is softened and forced under pressure rangin 
pounds per square inch into a cool, closed mold, where it solidifies. 
After solidifying the mold is opened and the part ejected This is 
a reversible process and the finished product mav again be heated 
and returned to powdel Or gral ulat form. 7 f iidlest of all plasties 


d its close relatives the procedure 
I 


t 
npound into a cs no chamber where the 


r up to 25 OO 
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was celluloid, a thermoplastic of the cellulosic group which has been 
superseded bv cellulose acetate. ce lluose acetate butyrate, and ethyl 
cellulose. The first ae have been 1 In re vs ative ly free sup yply 
throughout the past vei but ethyl cellulose, a material well : adapted 
to many bem uses, a been in extremely short supply at several 
times during that period. At the present time military contracts have 
not been ach to restrict seriously the “free” supp rh of ethyl cellulose 
and regular civilian uses are obtaining good supplies. Other thermo- 


lactic itertals inelnde the yi ] { hich are ade -h cliverse 
plastic materiats mneclude the vinyts, Trom which are made such aiverse 
prod ‘tS as shower curtains, earden hose, and unbreakable phono- 
eraph records. As yet the full impact of possible military require- 


ments has not been felt and a good supply of vinyls for regular uses 
appeal certain for at least 6 or 8 months. In the same manner the 
ag in aireratt a has reduced the IMpact of the defense 
effort on the acryh es, better known as Plexiglass or Lucite, and nor- 


1 1 


mal supplies should remain available throughout the first half of 1952 


The other two thermoplastics, plastic type nylon and polyethylene, 


ive caused a ge t deal of concern during the past year, and may 
remain 1p short s ipph aur oe the com a months, The nvlon prod- 


| rasion-resistant coating which eun he applied to com- 
munications wire which is strung alol o the eround rather than on 
poles and which must w ithe tand heavy impacts and continual abra- 


sion. Naturally, the Signal Corps requires large amounts of this sort 
of wire for combat areas and the initial purchasing programs of the 
militarv so re trieted eivilian supply that the National Production 


Authority controlled the distribution to guarantee that military needs 


were met promptly anda remaring supphes were equitably shared 


by regular use \ greatly expanded supply of this plastic-type 
nvlor has how bec ne available. however, ana the NPA’s Plasties 
Branch in the process of decontrolling it. Your committee feels 
that this prompt reaction to the realities of the supply and demand 
picture warrants com endation and it trusts that other sections of the 
NP. are equally realistic about WNpo loans cee Pelakains cndeeis 46 Gia 
] l lim exXte { { ib] 

At the present ne, the only the opla tie in really short supply 

polyethylene, a material used for wire insulation, moistureproof 


for frozen foods, containers for dried milk, drainage pipe for 
Prd tie ~ and or the new mieezabl bottles. Alt] iougl expansions of 


polyethylene ppl der way, the military demand for some 

» percent or 40 percent of the total supply and essential civilian uses 
totaling 40 percent or 45 percent, leave a small amount for other 

vilian uses. For that reason, controls are being retained even though 
every effort ay no nace to maxim ze the amount available for normal 
uses it 1s hoped t | al pply will subst intially meet demands by the 
third quarter of 1952 if no complicating factors arise in the meantime, 


The ol her large I umily grouping ot plastic S mate rials is composed 
‘ich are formed by compression pee line and are 
more heat-resistant and generally stronger than the thermoplastics 
The trade name of Bakelite is probably best known in this field an f 
is one of the ol Idest and cheapest of the plasties. Chief among the uses 
of these materials are for television and radio cabinets, washing ma- 
¢ Line aoit: itTors, stove hardware, strong fiberglass laminates for sky- 
lights and sid ng, and unbreakable tableware. 


of the thermosets w 
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All four members ot the thermosetti oY Tam ly pl enol . ureas, 
melamines, and polyesters—are in ge} rally good supply with the 


( 
oe care of any allo ation which must be done 


material suppliers takin 
to equate supply and demand. 


CONCLUSIONS 


Although the fears of a year ago fortunately were not real zed, 
! 


there Is no reason to be eve that the plastics i] a stry Was 1 eedlessly 


seeking the ud of the Senate Small Business ¢ ommittee and the mo- 
bilization agencies, No) Is it vahid to claim that th Swas a premature 
cry ot “wolf” merely because the predic tion that one-third of all l- 


lection molders would be foreed to shut down by mid LOD] has proven 
J ; 


untrue. Rather, your committee feels that a combination of fortui- 


tous circumstances and timely assistance saved this industry of small 
components from banka uptcy. In the first pla e the delay sin achiev 


Ine maximum prod iction of svnthe tic rubber atforde ada tlarge measure 
ot relief when combined with the decision to return all the styrene 
not utilized to normal distribution channels. Secondly, the graphic 
and persuasive presentation of their plight by the plastics molders 
both individually and jointly brought a potentially disastrous situ- 
ation to the attention of those in a position to make certain decisions 
(e. g., speeding up the conversion to a greater percentage of low 
styrene content GR-S) in time to save the industry. 

Your committee feels it has been effective in proy idling a forum for 
the industry and in its other efforts to be of concrete 
any undertaking as involved and complex as controlling the produ 
tive resources of a Nation and converting them from peacetime to a 
defense basis, there are, inevitably, areas where serious dislocations 
will arise. The Small Business Committee shall continue to bring 
these situations to the attention of the appropriate agencies and 
officials and will continue to work for equitable solutions to such 


problems. 


assistance, In 








CHAPTER II 
MILITARY PROCUREMENT 
INTRODUCTION 


In the 18 months since the outbreak of the Korean war, Government 
expenditures for military procurement have increased more than five- 
fold. Inthe year ending June 1950, such expenditures totaled approx1- 
mately $5.355,000,000. During the succeeding vear, the 12-month pel iod 
immediately following the start of the Korean war, 


SS 


ay 
0,785,000,000 was spent for military purchases. In the fi 


proximately 
rst 5 months 


of fiscal year 1952 (July through September 1951) approximately 
d69600,000 000 was expended, as against $3,066,000,000 in the corres- 
ponding L950 period, 

Small business has been hard put to keep pace with the ever-expand- 
ing procurement program and to obtain its fair share of the military 
procurement dollar. During the year ending June 1950, small | 
received 94.5 percent of the doll ir volume otf pl ime contracts let DY the 
military. But its share has decreased steadily since Korea In the 
last 6 months of 1950 the figure aroppe d to 21.3 percent. During the 
first 83 months of 1951 small | 


} 


tar’ prime contracts. In the quarters endu i] June and Sx ptember 


MmSImess 


OuSINess received wie percent oft the 1h) li- 
L911, the pe reentages were Y~O4 wna 18.5 percent, respe tivelv. 

Your committee has made a continuing effort during the past vear 
to reverse this trend. It has taken positive and a; 


several fronts to foster and encourage the part eipation of small bu 


ness In the military procurement program. It has received assu1 es 
of avreement and e@AXPVeSSIONS of support in these efforts fre NH the 
military. But the results, as reflected in the statistics furnished by 


the military, have been disappointing. Small business has lost ground 
during the past year. It is apparent that mere assurances and expres- 
sions of support from the military will not suffice. If the intent of the 






( ongress to encourage smal] business enterp! ses is to be accom- 
1 See. 2 (b) of the Armed Services Procurement Act of 1947 (62 Stat. 21) lays down the 
that fair proportion of the total 1 1 cont! 7 RS G 
¢ ent shall be placed with small-business concerns.” 
» 701 1) f the D nse Prod i A ( dort Publ 64 
Stat. 798) provides that it is ! ens ul . n 2 . 
ncouraged to make their greatest possible contribution to a \ f this 
act.” Subsee. (d) (iil) of this section requires the providing, f nall-bu ess enter- 
rises, of such exemptions as may be feasible without impeding t of the 


ct 

The Selective Service Act of 1948 (Public Law 759, 80th Cor 626; 50 
. ££ App. 468) in sec. 18 (a) provides that the President, after con Itation with the 
National Securities Resources Board, may require prompt delivery of any article or mate- 
rial, the procurement of which has been authorized by Congress exclusively for the use 
of the Armed Forces or for the use of the Atomic Energy Commission, from any individual 
firm or company, capable of producing such article or material Under any such program 
of national procurement the statute provides that small business shall be granted a fair 
share of the orders placed 

The Selective Service Act of 1948 in part states: “* * * a business enterprise shall 
be determined to be ‘small business’ if (1) its position in the trade or industry of which it 
Is a part is not dominant, (2) the number of its employees does not exceed 500, and 3) it 
is independently owned and operated.” 
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plished in the military procurement program, it is evident that the 
milit ary must adopt a much more aggressive and practical approach to 
the prob lem. 

It will be the purpose of this chapter to review the steps taken by 
your committee during the past year in its efforts to obtain for small 
business its just and proper place in the military procurement program, 
to examine the efforts of the military and other departments of the 
executive branch to effectuate the oreater participation of small busi 
ness in military procurement, and to recommend additional steps 
which appear to your committee to be necessary if small business 1s to 


survive during this period of mobilization. 
Part I. Heartnes on Mintrary ProcurEMENT 


lL, BACKGROUND 


In its last annual re port your committee noted that its staff work 
actually got under way only a few weeks before the outbreak of the 
war in Korea. Almost from its very inception, your committee was 
forced to concentrate its attention on assisting small business in meet- 

¢ the problems of mobilization. A m: Ljor portion of its effort was 
lirected toward obtaining for small business its proper place in the 
nilitary procurement program. In the months immediately follow- 
ing the organization of its staff the committee sought to attain these 
objectives in a number of ways. ‘The most significant were the spon- 
sorship of the small-business clinics, distribution of the committee’s 
booklet, Selling to Your Government, and cooperation with the De- 
partment ot Commerce In the revision and the wider distribution of 
ts publications relating to invitations to bid and contract awards. 

In ret rospect, your committee’s efforts in L950 to foster the participa- 
tion of small business in the Government’s procurement programs 
were sound and suecessful. The response from the business com- 
munity was enthusiastic and encouraging. The work undertaken in 
1950 was therefore continued in 1951. 

Small business clinies were held In ot cities between January Ld 
and May 15, 1951, when the last clinie was held at Cleveland, Ohio. 
Interest in the clinics continued high to the end. It is the opinion 
of the members of the Select Committee on Small Business that one of 
the significant contributions which the committee has made to the 
welfare of small business was its sponsorship of the clinics. They 
enabled upward of some 50,000 small independent businessme n, 
ios tly manufacturers, to kee p abreast of the proc urement aspects of 
our national industrial mobilization. 

The avid interest of the small-business man in specific information 
relative to procurement was evidenced in 1951 in the continuing re- 
quests for coples of the committee’s booklet. Selling LO Your Govern- 
ment. More than 50,000 copies of the booklet were distributed in 
late 1950 and early L951. 

The daily list of invitations to bid and the weekly list of contract 
awards. both compiled and distributed | bv the Department of Com- 
merce, remained high on the procurement best-seller lists throughout 
1951. Your committee heard enthusiastic comment on these publica- 
tions from numerou sani hates men during the year. The com- 
mittee applauded the accomplishments of participating agencies in 
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extending the distribution of the publications. Between January 8, 
1951, and the end of the year the number of outlets for the daily and 
weekly lists increased from 5,392 to 6,600. Refinements in the lists 
which were proposed by your commiuttee and acopted by the palrticl- 
pating agencies will be deseribed in detail in later porvtiol s of this 


| . 
chapter. 
I 


Small-business clinics and publications on procurement 

that they represent the “information approa “tothe problem of ie 
erating small bu ness and 1 litary procureme ae You eon tt er 2 
of the opinion that thi type of approach, in otar a f 1S] ned by 
the committee. accomplished its oblective. Ita swered quest 
small-business men, many of whom had never before done business 
with their Government It did this at a time en bas! formation, 
the A B C's of procurement, was most in demand and whe 
formation was not as widely d minated and as readily ay iwie as 


16 1S today. 
It became apparent to vour committee earliv In lvol, bowever, that 

information al 

place in the military pro urement progran Small-business nie were 

saying that they felt they knew how to go about getting a military con- 


} 


tract but that they were having difficulty in “getting their foot in the 


one would not sullice to insure smal! business its proper 


door” for the first time. Phat appeared to be the major difhiculty of 
the small-business man, to get a start in doing business with the mili- 


tary. 

existing legislation expressed the intent of the Congress that smal] 
business should be 
nouncements from t 
intent. On December 18. L950, 2 day s after the President’s declara- 


eranted a fair share of procurement, and pro- 
he military reflected a desire to implement that 
tion of a national emergency, the Secretary of Defense addressed a 
memorandum to the Secretaries of the military le} artments authoriz- 


ing the negotiation 2 of contracts. The memorandum read in part: 
ow It is essential, in complying with these instructions, that contracts be 
spread across industry as widely as possible in order to broaden tlie dustrial 


base of our procurement progran 


Your committee was heartened by this pronounceme! Us An even 
more encouraging development was the announcement o1 \pi 1 Dy LOI 
ot the Department of Defense policy on defense procurement. he 
policy was stated to be designed- - 


to effectuate more positive aid to small business nd the eb) insure a broade r 
industrial base for subsequent procurement 

Source of authority tft negotiate contracts turing emergency sec. 2 (c) 
Armed Services P e] t Act of 194 3 

h ¢ t } < T t 1 e ' 1 

i national emergency dec red by the President or by the ¢ 
Services Act of 1949, as amended (63 Stat. 377, 3895 contail milar provisio1 

The President’s proelar tion of the ex a . 1] emer , on Decemher 16 
1 QO (16 I R. 9029). put \ iS I t 
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Complaints coming to your committee from small-business men indi 

cated, however, that there was a serious gap between the policy pro 
nouncements and the e xperiences of small-business men. ‘They wert 
finding it increasingly more difficult to obtain a military contract. 
They were complaining of difficulties in getting their names on bid 
lists, delays in receiving copies of specifications and drawings, confu 
sion and frustration in their dealings with contracting and purchasing 
officers. 

The statistics furnished by the military confirmed the reports from 
the business community. Until the end of 1950, while the military 
were following the competitive, advertised bidding pea out 
lined in the Armed Forces Procurment Act of 1947, small business 
achieved some degree of success in obtaining contracts. But with the 
switch to negotiated procurements in late 1950, undertaken pursuant 
to the instructions contained in the December 18, 1950, memorandum 
from the Secretary of Defense, the percentage of contracts dollarwise 
going to small business began to fall off. 

There was a patent contradiction between expressions of congres- 
sional intent and military policy pronouncements on the one hand and 
the experiences of businessmen on the other. It was apparent that the 
broadening of the base policy was not being properly implemented and 
that the change from competitive to negotiated procurement was actu- 
ally resulting in a decrease rather than an increase in small-business 
participation in military procurement. As of January 1951, the mili- 
tary was purchasing over 90 percent of its requirements through nego 
tiated contracts, dealing usually only with a few sources that had pre- 
viously furnished the same item. 

Recognizing these difficulties, your committee launched a twofold 
campaign early in 1951 to augment the “information approach” and 
to get at the root of the problem. The revised approach consisted of 
a study of specific procurement actions and conferences with procure 
ment personnel designed to close the gaps in the procurement program. 

The studies took staff members to major procurement centers 
throughout the country. The purpose was to ascertain the facts in 
each situation and to determine whether the personnel actually han 
dling contracts and purchases were carrying into effect the policies 
enunciated by top officials of the Department of Defense. Your com- 
mittee was of the opinion that the broadening of the base policy and 
the encouragement of small-business participation in the military 
procurement program could be implemented only if the procurement 
personnel at the field level were aggressively disposed toward giving 
small business an opportunity to participate in all procurements 
which they were equipped to handle. 

Recurring problems which were discovered during the course of 
these studies were discussed not only with the procurement personnel 
in the field but also with policy-making personnel in the Munitions 
Board and other agencies concerned with procurement. During the 
course of these conferences the following objectives were emph: asized : 

1. Solicit proposals from new sources in each procurement action 
and use multiple awards wherever possible. 

. Negotiate only for urgent and classified procurements and in- 
crease the use of advertised bidding at every opportunity. 

Release more information about proposed negotiated procure- 
hanibs and the methods used, so that all small-business men might 
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more effectively participate under negotiation in a competitive 
manner. 

Your committee received an opportunity to assess the results of 
its own efforts and the progress of the military on its procurement 
program during the course of hearings held i 1 May. Joint hearings 
were held during the first 2 weeks of M: ay with the House Select 
Committee on Small Business. Top policy officials testified relative 
to changes being instituted to achieve a more equitable distribution 
of the procurement dollar. During the succeeding 2 weeks your com- 
mittee held separate hearings during which businessmen from various 
sections of the country testified relative to the problems they were 
encountering in trying to do business with the Government. 

In opening the joint hearings on May 7, 1951, the chairman of 
your committee summarized the plight of the small-business man in 
the following words: 


Material shortages which followed in the wake of accelerated military pro- 
curement in many cases made the small manufacturer's plight a desperate one, 
He turned to seek Government contracts as one means of survival. In many 
instances toward the end of 1950, he was achieving some little success in obtain- 
ing a share of the dollars the Government was spending for procurement. The 
contracts he received were not being awarded him on the basis of his need for 
business, but were coming to him strictly on a competitive basis. 

However, as the small man’s need fo rr DO-rated materials increased and as 
Government spending rates rose, his share of the total amount spent appeared 
to be decreasing. Early in 1951 there was an abrupt switch in purchasing 
methods, and the competitive system was no longer being used for a majority 
of the purchases. Instead negotiated buying accounted for most of the pro- 
curements, and the little fellow had to learn all over again how to do business 
with the Government. 

He found that the Department of Commerce daily listing of invitations to 
hid was no longer a long list and that the weekly list of contract awards pub- 
lished by the Department of Commerce did not indicate to him where he had 
best turn to obtain subcontracts because the value of the awards was no longer 
published, 

In short, he came to our committees saying that he could not find out what 
was being purchased, and, therefore, that he was in no position to say he was 
being unfairly omitted from procurement activity. He felt that the purchasing 
officers were too busy to give his case more than cursory attention, and that he 
could do little on his own to improve his position under the circumstances, 

The small-business man followed instructions to turn in to procurement centers 
complete data as to his company’s facilities, ability to produce particular items, 
and financial rating. Thereafter he found that his usual selling methods did not 
suffice. Due to rapidly developing material shortages he could not afford to wait 
until some indefinite future time before he was to be given, for the first time, a 
chance to bid. He asserted that the use of small facilities apparently had not been 
seriously considered as important to over-all military planners. 


2. TESTIMONY OF OFFICIALS ON PROCUREMENT POLICIES 


Top officials of the Munitions Board, Departments of the Army, 
Navy, and Air Force, and the heads of the Defense Production Admin- 
istration and the General Services Administration testified before 
your committee. ‘Their testimony reflected an intent to implement 
procurement polici ies and dise ‘losed the spec ifie steps taken in that 
direction. Their testimony also disclosed a number of spots in the 
procurement program calling for correction. 


M nitions Board Te stimony 


John D. Small, Chairman of the Munitions Board, and his assist- 
ants pointed out that the December 18, 1950, directive of the Depart- 
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ment of Defense ealled for “the aggressive encouragement or require- 
ment of subcontracting by prime contractors.” Questioning at the 
hearings established that the execution of this policy lay with the con- 
tracting oflicer, to be used effectively only so far as the contracting 
officer was willing or able to obtain commitments from prospective 
prime contractors. 

’ | he cominittee had received complaints from small business men to 
the effect that beeinning early in 1951, almost coincidental with the 
change in Pp irchasing methods from advertised bidding to negotiation, 
the Department of Commerce weekly synopsis of contract awards 
eased publication of the value of military contracts except to note 


they exceeded 825.000. he businessmen complained that this 


\ 
informatior was of little use to the 1 in tracing po sible subeontracets. 
During his testimony the Chairman of the Munitions Board and his 

tants stated that the dollar value had been omitted for security 
reasons, Che chairman of your ¢ MniInittee pointed out to Mr. Small 


that the Department of Labor Public Contracts Bulletin had con- 
tinued to publish the dollar value of all contracts involving over 
S$10.000. The committee was plea ed to note that on June 8. 1951, the 
Munitions Board restated its policy with regard to publication of 
dollar value in releasing contract award information. ‘The revised 
policy required the put heation of the dollar value of all unclassified 
contracts from $25,000 to $250,000, thus providing a useful guide to 
the small-business man interested in subcontracting. 

Your committee was also pleased to hear the testimony of the rep- 
resentatives of the Munitions Board with respect to recent policy 

inges affecting small business. These changes seemed designed to 
dispel many of the complaints coming from businessmen. Among the 
innovations were the proposed appointment of small-business special- 
ists in each procurement oflice, the issuance of a clirective requiring 
the advance publication of data relating to certain unclassified pro- 
posed rie votiated procurements, al al a revision of the armed services 
pl urement reg 1 itions to include a number oft specific aids to small 
business, 

\moneg thea | to smal 
armed services procurement regulations was one authorizing the “pay- 
ment of justifiable price differentials in negotiated procurements to 
accomplish the objective of broaden o the base.” It hecame apparent 


busines enumerated in the revision of the 


to your committee that there was disagreement between the Depart- 
ment of Defense and the Defense Production Administration as to 
the extent to which justifiable price differentials night be used. 
Spokesmen for the latter agency were of the opinion that price dif- 
fential might be allowed not only for the purpose ot broadening the 
industrial base of supplier s but also for the purpose of making some 
defense work avatlable to small eoncerns which might otherwise be 
lost to the economy, the DPA Administrator having made a determi- 
nation that it was 1 the national interest to retain the productive 
capacity of gon oO sii it] companies against the (| LN when they might be 


needed under tot | mol ilization. 
() Mav 7. 1951 nNpnarent] men : ] P 4d . . 
ay 4, vol, Apparentiv as a result of the question raised on 
t! polht during the hearings, the Administrator of DPA addressed 


a letter to thr Comptroller General a king for an opinion as to the 
legality of using justifiable price differentials for the latter purpose. 
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Department of the Army testimony 


Archibald §S. oe Under Secretary of the Army, outlined 
the steps undertaken by the Army to assist the sm: all-business man. 
These included publication of the pamphlet entitled “How To Sell to 
the United States Army,” establishment of an Army procurement 
information center in Washington, establishment of 28 information 
offices throughout the country containing displays of items purchased 
and participation with the Navy and Air Force in prime-contractor 
exhibits, the furnishing of synopses of proposed procurements and 
contract awards for publication by the Department of Commerce, and 
the use of small-business speci: alists as keymen for seeing to it that 
small business concerns receive a maximum number of contracts and 
subcontracts. 

Your committee felt that the introduction of small-business special- 
ists into the procurement offices was indicative of positive thinking 
on the problem. It was observed, however, that these specialists 
had no real authority. It seemed that some provision was desirable 
for the specialists to report to a central point of procurement author- 
ity in the offices of the procurement secretaries of the Army, Navy, 
and Air Force. 

Statistics presented by the Army were more impressive than those 
offered by the Navy and Air Force with respect to small-business par- 
ticipation in procurement. For the first 3 months of 1951, 82.2 
percent of new suppliers used by the Army were small business 
Concerns. 

Your committee received the over-all impression from Department 
of the Army testimony that the principal complication in the transla- 
tion of small-business policy into action was the Army’s shortage of 
personnel qualified to handle contracting. It was apparent that, with 
the increase in personnel engaged in procurement activities, there 
was a need for all of the armed services to give more attention to the 
training and indoctrination of procurement personnel. 


Department of the Navy testimony 


Under Secretary of the Navy Dan A. Kimball, Assistant Secretary 

rt the Navy John i tet Koehler, an ad ( ‘hief ot Nay V Material Vice Adm. 

A. G. Noble presented the Navy’s testimony. The Navy program was 
N 


out ned by \ Ice Admiral oble. who said: 


Che primary fu ion of procurement is to obtain the timely delivery 
f needed military supplies of requisite quality at minimum cost In the final 
nalvsi ll other ¢ siderations must be subordinated to this objective. 

It is recognized, however, that without distorting this objective other consid 
rations ca d fitt o the primary mission of military procurement. 





I \ ‘ he authority ested in the Defense Establishments by the above-quoted 
rovision ¢ tion 2 (¢) (1) the Armed Sery s Procurement Act of 1947, und of the 
hatio made by the irement Assistant Secretaries of the Defense Depart 
; ind it jew i} { rity 1 in 3 by Executive Order 10200, and of your 
determination that the productive capacity of small plants throughout the country must 
he re rve n order to carry out the purposes of the Defense Production Act of 1950. vou 
‘ ] t this Office \ not questior therwi proper payments under contracts 
wal I ! S uoted b to similar procedures where the 
' the industrial base of ippliers It is to be under 
} Of 1 quest nd \ app! riate necessary action in 
I awards whicl e made by reason of collusion, fraud, or 
t t appear to be n improper exercise of authority to 

ilé I I ‘ fort! 


LINDSAY C. WARREN 
Comptroller General of the United States 
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It is because of this that the small-business problem is constantly in the fore- 
thought of our procurement people. 

The committee members regarded this philosophy as being to some 
degree out of step with the small-business attitude expressed by the 
spokesmen for the other procurement agencies. ‘There seemed to be 
in this philosophy a lack of recognition of the fact that a positive 
approach in aid of small business did not require subsidies, but in 
many instances might warrant the payment of justifiable price 
differentials. 

The Navy representatives indicated that they were using the infor- 
mation approach in attacking small-business problems. ‘They did not 
put particular stress on the positive steps contemplated under the 
Munitions Board polic les Initiated April 15,1951. ‘The policies were 
mentioned in passing, but the tenor of the testimony was toward 
giving reasons why there were definite limits on what could be done 
by the Navy toward providing small business with a larger share of 
procurement expenditures. In the matter of bid sets, for example, 
Admit: al Noble commented that if the Inany requests for these were 
OTs anted it would * "very se riously HMpece the orderly and expeditious 
pla cement of contracts.” This statement seemed to indicate that the 
Navy did not recognize the overwhelming force motivating tl 


Qo 
LAX 


requests 

One encouraging note in the Navy testimony was the assertion that 
industry “ects ition omeers of the N: avy M: dle In spection Service 
and small-business specialists would soon be able to give assistance to 
small manufacturers vp ely no them to determine for themsel 
those items chon they cot ld best manufactm li appeared to your 
conunittee that this innovation was delinite L\ needed througho { 
entire procurement system. 

The « Om mittee Was terested to learn that the Navy had instructed 
{ts procurement pe ople to include, in all requests for proposals looking 


y 
to a fixed-price type of contract, clauses indicating the amount of 
subcontracting to be placed with small-business concerns. Air Force 


representatives testified that each Air Force contract contained a sim 


lar clause relating tos ibeor tracts. The committee hye leved tial the 
strongest possi) te untforn provisiol should be ineluded in prime 


wards to insure that subcontracting to the greatest practicable extent 
ould follow the award of prime contra ; 

De pal fment of ft hy Aid Foi testimony 
{ ndersecretary of the Air lorce John L. MeCone, ac Opal ed by 

— (ren. Et. A. Shepar l. Director, Procurement and Engineering, 

and J . Ke mnard Weddell. spec il consultant on small enemy to the 


Deputy Chief of Staff, Matériel, presented the Air I testimony. 

in presen ting statistics regar lin oy the use of mal] ss isine SS by the 
A * Foree, it wi as pointed out by Mr. MeCone that the preponderance 
if its purchases included aireratt, enomes, ana clevices which re- 
quired manufacture necessai i\ by concerns employ 19 more than 500 
people. It was also pointed out that. bv virtue of the armed services’ 
policy of using single service procurement for many items such as 
lothing, shoes, subsistence, and petroleum, much of the equipment 

ed by the Air Force was actually procured for the Ain Force by 
(he \viny wx the Nay V. The statisti - showing the use of smal} busi 


ness by the Air Force were therefore less impr¢ e than those of the 
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Army anda the Navv. ‘The statistics cid show. however, an Increasing 
use of small business bv the Air Force. The trend was promising, 
but the committee believed il much better show ig could be mace, 

The Air Force representatives said that they were attacking the 


( 
small-business problem from two directions. ‘T] 





t 
5 ary inll-business concerns 
to make more prime contracts avallable to small-business concerns, 
i ; ) j | ‘ cle 
nad ther hopect to obtain. through the encouragement of the widest 
subcontracting possible, a spersnl of IMGUSTLY ana avo of targe 
ce wentrations of people working nal ait plant With respeet to 
. 4 1 (: ] ] oe ] 
the first objective the Air Force testified that small-business special 
ts were already functioning in every Air Force procurement office. 


1} , ’ “yy) tio) t tts) | { |} mall busmess probler 
ihe Arr lrorees organization to attack the smati ll if I i} 


seemed to the committee to be wi pDianned and to indicate an aware 
. i , 1 hh 
hess o1 the magnitude of the problem. 
Lhe committee regarded as most promis no the plan Initiated DY the 
1 1} 


Air Force in holding so-called subcontracting climes. ‘This plan in- 


/ t 


volved enlisting large prime Col tractors to come together for the 


purpose of exhibiting 10 nitly parts and 


| pieces of products being man- 
ufactured under prime contracts with the Air Foree, the main pur 


1 1 ? 
ose of the clinics being to afford potential subcont 


unity to lnspect the parts to be sul 


“actors an Oppor- 


wontracted. The other branches 
ol the armed services were suthi 1€] tly impressed with the SUCCeSS of 
the Air Force exhibits in New York and Chicago that they joined with 
the Air Force to sponsor joint armed services clinics. Your commit 
tee was of the opinion that the clinics, although subject to eriticism 


I j 
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] } } 
» While and were obtaining @ood 


in some arens. were definitely wort 


results. 
Defense Production Administration testimont 


Kdwin ‘T. Gibson, Acting Administrator of the Defense Production 
\dministration, said that the problem of small business was really a 
lv. He stated that DPA was attempting to 


shortage of materials Su] 
11S problem by placing further restrictions on the major con 


1 
} 


yp 
meet t ‘ 
umers of basic materials in order to n ake such materials available 
to small business, through priorities and directive help from the Na 
tional Production Authority in all hardship cases, and by direction 
of the military procurement program on a basis that would spread 
the load as far as practicable by seeking out small manufacturers. 

Phe committee was informed by DPA officials that Charles E. Wil 
on had insisted on having a comprehensive reporting system which 
\ ould show WW heat Was being done with these policies in actual practice 
It was stated that the Small Business Executive Committee at DPA 
would supervise the reporting arrangement and disseminate the 
reports. 

In this connection it wa apparent to the committee at various points 
in the hearings that there was a lack of uniformity within the De 
partment of Defense in reporting to the Military Establishment the 
use of small firms as new suppliers. The committee felt that this was 
the type of undertakn rw hich. for the sake ot uniformity. could be 
controlled through the Munitions Board. ’ 

Furthermore, it appeared to your committee that the over-all job 
of reviewing the effectiveness of the Department of Defense imple 
mentation of small-business policy should not be handled primarily by 
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the Defense Production Admin stratiol but should be shouldered 
by the Munitions Board. 
‘Testimony by Mun tions Board al cl Defer se Production Adminis 


tration officials reflected that the latter ag v would supervise the 
formation of production pools under the Defense Production Act of 
1950. Only one such pool had been certified as of the time of the 
hearings. The committee w is of the opinioi it production pooling, 
either for prime or subcontracting, was an effective means by vw 
small business enterprises could compete on an equal basis with larger 
coneerns Tor a oreatel share of defe) e Work | 

pooling idea cor ld nal he tld be ised to eve eT «i 

of awards to geographically decentralized areas. Its employment 1 


that end was stated to be a major interest of the committee. 

With respect to certificates of necessity, it was encouraging to heat 
Mr. Gibson state that only a small percentage of certilicat if ne 
sitv had been granted for the construction of finished-product plant 
and that the attitude of DPA in the matter of loans under section 302 
and certificates of nece t\ for accelerated § ci preciatio) had beer 
resistive to the CXPANS Lo! of fabricatn y anc processing facilities. 
On the other hand, the committee was told that DPA had encow ved 
expansion for the production of materials and that the great prepot 
cderance oft certificates ot necess t\ oranted to a ite were in the basic 
production industri S. 

The committee found during the hearings that the problem of 
obtaining a maximum amount of subcontracting for small firms had 
a direct relationship to the poliev oft Crantine cert ficates of necessitv 
for the expansion of product ve facilities. Without ex eption, the 
procurement secretaries of the Army, Navy, and Air Force asserted 
all pp! cations for certificates of 
necessity and that they were approving ho ppl itiens for facilities 
to manufacture finished products where there were existing plants 
which could be used on a subcontract bas 


| +] . 1] . it } 
that they were caretullv reviewu 


(ir 


Gi M4 pal Nervi g Administ ation, te sti) LOnY 

Jess Larson, Administrator of the General Services Administra 
tion, testified that in the procurement field GSA was primarily cor 
cerned with the purehase ¢ i cOommMon-use items. He stated that, when 
a large number of similar items were to be purchased, GSA would split 
the procurement into lots. ‘These lots would then be purchased on a 
regional basis. By this procedure the procurements were small enough 
tO permit small business participation. 

Mr. Larson's testimony disclosed that the mil tary was calling on 
GSA more and more to supply it with common-use items. This 
| request basis, and the extent 
that GSA facilities were used rested with local military procurement 
officials. It was disclosed that to some degree, in purchasing common- 
use items, the military might find itself in competition W ith GSA for 


such items as typewriters, paper, cleaning’ si pplies, and furnishings 
Your committee was of the opinion that the military should make 
more use of GSA as a source for these items, the be het ben © that this 
procedure would hold to a minimum possible Government surplus of 
items made from critical materials. 


service Was rendered, however, on a loea 
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TESTIMONY OF SMALL-BUSINESS MEN 


The committee heard testimony on a number of specific cases in- 
volving complaints from individual small-business men. One of 
these cases required 2 days of hearings. It involved : . procurement 
for 105 water demineralizers handled by the Air Matériel Command at 
Wright Field. Testimony disclosed several errors in the handling of 
the procurement, and the Air Force agreed that “an error of judg- 
ment” had occurred in the denial of the contract to the low bidder. 
The committee found that the result of the mishandling of the award 
Was hot only the loss of the contract to the low bidder but also em- 
barrassment to his company through unfavorable publicity, failure 
of the Air Force to broaden the base of procurement on the water 
demineralizer, and higher cost to the Government for the units finally 
contracted for. The one er that the inept handling of this 
procurement, particularly by the Air Force inspection personnel at 
Chicago, warranted a demand for strong administrative action and 
for a continuing close review of the activities of that office, as well 
as much closer supery ision of the conduct of business in the Procure- 
ment Division at Wright Field. 

Testin iOnvV reli lating to other cases and information developed | 
members of the staff in preparation for the hearings disclosed sever: a 
other complaints as to military procurement practices. 

With respect to negotiated procurements, for example, business- 
men complained that they could not find out what items were being 
purchased and therefore were in no position to determine whether or 
not they were being given a fair opportunity to produce for the mili- 
tary. It was found that buyers had the power to decide who would 
be permitted to submit proposals and that bec "ause of pressure on the 
buyers to expedite procurements they frequently limited the number 
yf persons permitted to bid to those who had Savitaiee “| the same item 
on many procurement 

Businessmen complained of a number of mechanical difficulties en- 
countered in connection with attempts to obtain military contracts, 
These included their inability to obtain the necessary specifications 
and drawings, unreasonable requirements as to delivery, insufficient 
time to submit bids, and inability to obtain complete information as 
to where and when various items were to be purchased. 

Businessmen also complained that if they did bid on a military 


procurement ai cd wer unsuecesstul, the. nilitary was slow In advising’ 
the concern of this fact, th \ had diffie WI Ity in determinin @ the price at 
which the contract went to the successful bidder, procurement officials 
were not explaining specifically ren unresponsive bids were being 


} ] 
| ‘ 


rejected, no allowance for freicht differential was bein o made hy 
procurement officers even though the policy of dispersement of indus 
try was said to be important, and thi planned geogr: ip hieal distribu- 
tion of procurements wa it being given sufficient weight in the plac- 
ne of contracts 


In general, the testimony of small-busine men and information 
Cie veloped by the committee stafl Indicated the need fo. more agores 
ive action and the encouragement of a small-business outlook 


| . 
throughout the military procurement program. One example of the 
lack of han a alte es 
lack OT such a approach was e countered ce ee Equipment 
Unit, Organizational Branch Procurement Division, at Wrieht Field. 
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A survey at that inst: illation by the committee staff disclosed that 
items purchased by the unit lent themselves for the most part to small- 
business manufacture. An analysis of purchases during March 1951 
disclosed, however, that of 72 awards made during the month, 71 were 
accomplished by negotiation. Of these 71 awards, 1 source was used 
in each of 53 awards, 2 sources were used in 5 awards, 3 sources were 
used in 1 award, 5 sources were used in 2 awards, and more than 10 
sources were used in 10 awards. In the 1 award by competitive bid- 
ding, 287 invitations were sent out. The committee felt in this in- 
stance that additional attention was necessary looking to a greater 
spread of the work among small concerns in conformance with the 
broadening of the base polic, - li was also felt that sole source pur 
chases should be avoided wherever odenitile: 


t. COMMITTEE RECOMMENDATIONS 


It was apparent to your committee, in the hieht of the testimony at 
the hearings, that as of mid-1951 top procurement officials recognized 
that a strong small-business segment was essential to the over-all 
health of the national economy. It was equally nS however, 
on the basis of testimony from small-business men and other informa- 
tion coming to the committee, that there were serious gaps in the mili- 
tary procurement program and that the good intentions of the mili- 
tary woul | benefit small business only if the statements ot policy on 
milit: ary procurement were impleme bh) ited etlective ly and re: li stically. 
With this objective in mind, your committee made the following spe- 
cific recommendations: 


1. The Munitions Board should subject the implementation of its new sm: 
business objectives to constant and critical scrutiny. Their value should be 
appraised in the light of their use in the day-by-day procurement activity. This 
will assure the Board first-hand knowledge of any deficiencies and will provide 
opportunities for timely corrective measures. 


2, On or about August 15, a careful administrative audit should be made of 
the activities of the small-business specialists in procurement offices Heavy 
emphasis should be placed during this audit on requiring the business specialists 
themselves to state their own evaluation of their effectiveness and to suggest 
areas of improvement. Since the use of these specialists contemplates a con- 


siderable expenditure of funds, it is the clear responsibility of the Department 
of Defense to insure that adequate results are being obtained from the utilization 


f these employees if it appears this is not the case, their authority should either 
be increased or their services discontinued Since effective mall-business 


advocacy in large measure depends upon freedom to voice opinions, serious con- 
sideration should be given to the desirability f having the small-business 
specialists report directly to Washington headquarters rather than to their 
present procurement superiors in the field 


3. The committee is convinced that small producers fare best under the formal 
idvertised bidding procedure. It therefore strongly urges the use of advertised 
procurements to the fullest extent practicable In fact t is of the firm belief 


that negotiation should be drastically restricted and employed only for urgent 


f 
] 


lefinite benefits to smal 


business may ensue 


r classified purchases, or when ¢ 
li has been observed that delay by the technical branches often is the reason 
vhy bids which would normally be advertised must be converted im nonurgs 
purchases into urgent ones This practice should be stopped 
1. Many potential new suppliers regard the negotiation process i sleigh 
hand, hocus pocus attair the widespread use of which is taken to be a de 
erate Ineans of throwing business to a few favored suppliers and of preventing 
hers from obtaining a fa shot at the available contracts Tl despread 
nd unwholesome belief could be dissipated by providing more advance infor 


tion on intent to negotiate specifi ontracts 1n ne with recently announced 
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Department of Defense policy However, unless provision is made to per 
firms, following leads obtained from these advance notices, to get in on the 
negotiations, the “out in the cold” complaints will inevitably create additional 
business dissatisfaction. A careful study of the implementing directives 
of the procurement secretaries does not reveal that there have ever been out 
ned mandatory methods to conscientiously use the potential new sources thi 
ted his problem should be made a subject of study by the best manag 
hn ins in the Department of Defense 
\\ en i l it e to rhe wre hatha nroces a report! SVSTO] 
mild be d is i . ) the i ) f new soures | ized in each procul 
ent a | believed th t ti epol ye require ‘ 
re¢ | ( nts ! rhe i trill ad tf l 1 cl tT? 
1] I que be b ened 
\ create se of split awards under negotiated procedure is stro Vv re 
ended Split or mult ple award should be accompanied by positive efforts 
ret better geographie distribution of the contracts granted. Major emphasis 
d be p ed on the advisal tv of usi the justifiable price-ditferentia 
( ‘ } veOoLrl hie distribution I irds 
With the legality of price differentials favoring small producers having been 
established, thi roadening of the rocurement-base mechanism should be f 
tl ed rhe committee urges that the Munitions Board ask for frequent perl 
li¢ reports during the next 6 months on the use of justifiable price differentials 
it is believed this will immediately sho pany misunderstandil Which may be 
prevalent concerning their sé It | also indicate whether the poliey to use 
he is beir followed 
S. One almost universal complaint is that procurement offices apparently de 
not endeavor in ood faith to nticipate the demand for invitations to- bid 
specifications, and drawings Kach of the services is urged to look into this 
roble and emed on thout dela 
% Greater unifor} should be sought among the Army, Navy, and Air Fores 
in adoptin requirements that large prime contractors agree to subcontract 
specific amounts of work and of dollar value of contracts. Answers on this vital 
] ( I ild | Ol nt i ecliate 
lO. Groups of concerns interested in pooling their productive capacities for 
purposes of defense production should be active encouraged Specia 
efforts should be made to provide such war-production pools with initial contract 
issistance Par ular attention should e pald to pooled facilities situated in 
t raph dece! lized areas 


Part LI]. Progress Rervorrs 


On December 12, 1951, John D. Small, Chairman of the Munitions 
rd. forwarded a report prepared by the Munitions Board, to 
gether with separate reports of the military departments showing 
their progress to date in the implementation of the defense procure 
ment policy of April 5, 1951. 


In general, your committee is of the opinion that the military has 


made a good start. Many of the committee’s recommendations have 
been placed in effect. The organizational phase of the program has 
reached an advanced stage. Your committee is disappointed to learn, 
however, that. perce! tagewise, the dollar volume of military prime 
eontracts going to small business has decreased steadily since Korea. 
In the opinion of the con mittee, this is the best indication of the 
success of the small-business programs of the military. Viewed in 


that light the programs are found wanting. 

It will be the purpose of this part of the eommittee’s report to 
review and analyze t he reports from the Munitions Board and the 
military departments in order to determine wherein the weaknesses 
lie. An equally important purpose will be to note those features of 


. >See appendix D for full text f reports from Munitions Board, Army, Navy, and Air 
orce 
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the programs which appear to merit mmendation and Turther 


emphasis. 


1. MUNITIONS BOARD SUPERVISION OF SMALL-BUSLINESS PROGRA M 


; ] +] ¢ \Ta, + | |2 ret 

Your committee is ple ised to note that e WiunItiIONS bDoara 

issumed responsib for the over-all imple ( ition of hha 
: : T) , 

business programs oT the Department of Vetense. Its rep 
eates ab apprec allol yt the necessity Tol HiPOrmaitv amie Oo e 
ces 1n the execution of Getense policy a ithe need tor co t nl 
ritical scrutiny of the programs. 

Your committee notes, however, 1n reviewing the reports of the 


Niunition Board and the n tary ceparth hts, that there LiacK O1 


iformity 1 report ry pl dures. Phe Mh tions Board shou 
take immediate te to establisl ‘ ; | ld requir 
monthly reports from each ol the pit n'y cdepartime ts hn oraer 
nsure the compiete implementation of t deTense policy On smal 
bus ness, Frequent ana comprehensive report vould uwppear LO e 
I I i i 
absc lutely essentin| f LLit Nl LLtIoONn Bi ral 5s tO CIs areve Ss © 


} 
sponsibilities properly. 
Field reviews 


The Munitions Board reports that field reviews of the effectiveness 


of small-business spee alists have been made DY staff members of the 
Munitions Board inthe following low illo} 
Chicago: Chicago Quartermaster Depot, Signal Corps Procure- 


ment Agency, Corps of Ie) oimeers rocurement Agency, Chicago 
Chemical Procurement District, Air Force Mid-Central Air Procure- 
ment District. 

Detroit: Detroit Tank Automotive Center. Detroit Ordnance Dis- 
trict, Detroit Arsenal, Inspector of Naval Material, Air Force Cen- 
tral Air Procurement District. 

It was found by the Munitions Board that 


cialists In each of these offices had been appointed in accordance with 


Munitions Board policy and were responsible only to the command- 
ing olflicer of the agency. The staff member espe lly m- 


pressed by the type of personnel which had been designated as small- 


I usine 3 Spe talists. 


‘ } } } l ’ ft 4 4 } ] 
Field reviews such as those. deseribi ad by th Miu ions Board will 

' ; 
serve large part to enable that ollice to discharge its responsibilities 
: 1 rey ' } 
under the small-business program. ‘They should be continued and 


extended to include all major procurement centers throughout the 
continental | nited states, 

Your committee Is hopeful that the optimism of the Mu \itions 
Board as to the suecess of the small-bus ness specialists 1s well-founded. 


Memibe I's ot the committee statl will conduct haepel dent surveys dur- 


1g t he COMING months TO assess the quail Lit S nha ¢ wc1leneyv of 
small-business specialists at various procurement centers. 


7 


SOIT ¢ WI Or-SUD CONTACT OY 7 uit y 


On Aueust 23. 1951. the Munitions Board ipproved e establish- 


ment of industrial exhibits and displays as an addition d to small 
’ } 1 ‘ } ¥ y 1 1 
HUSINESS, Responsibility ror the approval of the ex Dits ties with the 


Munitions Board Office of Small Business 
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All exhibitors are requested to display actual components or end 
products as well as applicable drawings and specifications needed by 
contractors to fulfill defense contracts. 

Fifteen joint Army-Navy-Air Force exhibits were held in various 
localities between May 8 and November 15, 1951. In addition, 65 
permanent exhibits have been established in the major field purchasing 
activities. 

The Munitions Board reports that comments from small-business 
men attending the shows have been enthusiastic. Your committee 
has also received favorable comment from small-business men with 
respect: to the exhibits. In those instances where the committee has 
received complaints regarding particular shows or exhibits the com- 
plaints have been brought to the attention of the Munitions Board and 
that oftice has assured the committee of its desire to correct such 
deticiencies 

Your committee feels that the industrial exhibits are of definite 
benefit to the small-business man. They afford him an opportunity 
to examine first-hand the current opportunities for subcontracting. 
i. he e xhibits shoul | be Cc ‘ontinued. 

It is felt that the widest possible publicity should be afforded both 
the temporary and the permanent exhibits. Detailed publicity is 
espec! ally Imports int in connection with the exhibits held for short 
periods of time in various cities. The specific items being shown 
should be deseribed in detail in order to oby iate the situation where the 
businessman spends time and money to travel to an exhibit only to find 
that he is not equipped to handle any of the ite lis being shown. 


Dissemination of procuren nt information 

On September 6, 1951, the Munitions Board revised its policies 
regarding the dissemination of proposed military procurements which 
are published as a daily synopsis by the Department of Commerce 
The new changes directed all departments through their field pur- 
chasing agencies to include in the daily synopsis all unclassified, nego- 
tiated, and advertised procurements of $10,000 or more with the 
exception of the following: 

(a) Research and development projects which are not susceptible 
of accomplishment by small business. 

(4) Procurements for studies or surveys. 

(c) Major items of equipment such as tanks, engines, airframes, 
ships, etc., when it can clearly be demonstrated that the item can only 
be manufactured, produced, or developed by large firms. 

(7) Other items which small business firms could not supply be 
cause of aaa rights, copyrights, or secret processes, 

(e) Purchases which must be made too quickly to permit prospec- 
tive contractors, dependent on the synopsis for information, to obtain 
invitations for bid or requests for proposals and to prepare and sub- 
mit them. 

Other major changes in the former policy require buying agencies 
to publish & minimum general description of the item procured, com- 
monly used names of supp ly items, basic materials from which the item 
will be made, and general size or dimensions. 

The prince ‘a small-business specialist in each purchasing activity 
is responsib le for screening all proposed procurements and taking 
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necessary action to see that all procurements coming within this policy 
are promptly publicized in the daily synopsis. 

In this connection, the Navy re ported that a spot check of the Bu- 
reau of Ships reflected that notices of 40 negotiated procurements were 
forwarded to a Departme nt of Commerce during October 1951, 
whereas only 10 appeared in the synopsis. ae committee has re- 
quested clarification . of this report from both the Navy and the Depart- 
ment of Commerce. Such occurrences must be eliminated at once. 

The Munitions Board’s revised police v with respect to disse mination 
of proc urement information im presses | your committee as be} ing sound 
and constructive. It strives at uniformity among the services and ex- 
pands the information LO be publicized. The ch: wnges shoul | be! efit 
small-business men. 

The stated exce ‘ptions to the new polic; Vy appear to be va 
the Munitions Board and the services must not use the exceptions to 
deny to businessmen information which they should rightfully have. 
All doubtful procurements should be resolved in favor of inclusion 
in the enone. The procurement agencies must be particularly care 
ful not to allow es procurements to become expedite procure- 
ments simply because ot de li ay in processing. 

Your committee intends to keep a close watch on this phase of the 
procurement program in order to make certain that all possible pub- 
licity is given to procurement susceptible of manufacture by small 


lid: however, 


business. 


Indus t7 sas 878 fAaNnCe ¢ linge 8 


Th e current requireme hts of t he ; de fens » p cel 48 have reac ‘hed a 


point necessit: ating the diversion of mater! ‘ale to such a degree that the 
normal 7 ition of m: my mi iwnufacturing concerns of the country, 
particularly smaller manufacturers, will be seriously curtailed. The 
Munitions Board reports that the Defense Department and the Na- 
tional Production Authority, recognizing this situation, have under- 
taken a joint program to cope with the resulting hardships. 

The Administrator of the National Production Authority and the 
Chairman of the Munitions Board have inaugurated a plan to give 
particular attention to this situation. Industry assistance clinics are 
currently being arranged in 14 areas to render such assistance as may 
be possib le for the firms most greatly affected. 

At the clinics, Government procurement officials w seg explain to _ 
producers of consumer type items the procedures t » be followed 3 
doing business with the Government, and when saad ifie dtemation 
is available will advise them of contracting officers or prime con- 
tractors seeking additional sources of supply. Distressed firms will 
be requested to report to the Office of Small Business, Munitions 
Board, information concerning prime or subcontracts obtained. 

The Munitions Board is to be commended for its part in this pro- 
gram. If carried out in the manner contemplated, the program 
should prove of definite benefit to small business. <A high percentage 
of the complaints coming to your committee from small-business men 
center around material shortages and their attendant injurv to small 
business. Your committee earnestly hopes, however, that the clinics 
will be able to bring a maximum of specific and immediate relief to 
distressed firms. To attain that objective the participating agencies 
will have to make careful and thorough preparation for each clinic. 


» 
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‘I he participants should have as wide a knowledge as possible of all 
contracting ee subcontracting opportunities open to businessmen 
attendin oe the cl inies. The mulit: ry procureme ht agencies should be 


parti cul: rly we lls itu ited LO pre vide specie help. 


Coop 1400 } th th, iN? al ip t g Plants {¢/) } iat thie 
The Munitions Board reports that since the inauguration of the 
SDP A. the staff members of the Munitions Board, Office of Small 


Business, have met with tl Administrator of the SDPA for the 


purpose of furnishing deta lec nformation on eXisting Department 
of Defense policies, procedures, and programs developé 1 to aid small- 
business firms in their efforts to participate in military procurement. 
At anothe r meeting the toy <1 1]-] hie representatives of the mili- 
tary departments met with the Administrator to offer an informal 
presel tution on the activities within eacl department in support of 


the Department of Defense program to Lid mall bus rhe ; 
Phe Munitions Board states that it plans to cooperate to the fullest 
ossible extent with the SDPA 
The committee n full iwreement W th the Munitions Board’s ex 
pression of support to SDPA. The importance of the new agency to 
e welfare of small business cannot be overemphasized. and in order to 
chieve if pi pose the SDPA must have the closest possible coopera- 
tion from the Department of Defense. 


\C IVI ES OF SMALL-BUSINESS SPECIALISTS 


| [ report the Miu tio} 5 Be id retel to the small business spe- 
Stas “the f malay eC] tal key 1? the efforts Oot th » Munition s Board 


{the mili ry depart ents to a eve the abjecti ves o1 the Depart- 
; , ; 
ent of Defense small-business pre Oral. You comn 1ittee concurs 
ew of the role of the small-business specialist. The suecess 
f the efforts to integrate smal] business and the military procurement 
I } 1 1 ] . 7 . 1 . 

roeram \ iadepend on the ab tv. resourcefulne ~and attitude of the 

mall-business spe itist 
Since thie yi neement oft t} e rr fense proce rement! pol ic n April 
1951, the Department of the Army has appointed 332 Sie Ata 
lists. Fifty-seven have been named by the Navy and 42 by the 
\ir Corps. They are assigned to principal procurement activities 
roughout the | | ted state ic are directly It Spons ibl ft to tl e com 
I { a office of then agencies, This achieves ub stance the ob 
jective sought by vour committee when it re sanaieead that smal] 

7 


business specialists not be under the control ot procurement superiors 
land now cuts across normal military 


} ’ } . : ' 
hes and centers in the of ice of small] UOUSINESS in each of the procure- 
i 


| 


Phe committee was particul ily mpressed DY the Army report as to 


ts use of small-busin specialists. A major feature of the Army 
program is its emphasis on traming. \ 2-day orientation 1 course for all 
Army small-bus less specialists appointed by the heads of procuring 


vities was I ld Wa HNINLTON ON Jum eda «| 6, 951. At that time 
ll police es and directives relating to the defer se procurement program 
were ¢ xpla hed to the spec alists and the 1m portance of their respon- 
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of all All small-business pecialists in the field purchasing offices were 


smen oriented at 2-day conferences held in each of the six Army areas aur 


ld be ing the period from July ZU through August 22, 1951. These confer 
ences were conducted jointly by the small-business spec lists in the 
oflices of the chiefs of th ‘technical services and the commanding 
venerals of the armies. \t these conterences each small b hess 

f the specialist was presented with copies of all pertinent documents and 

small] publications affecting the small-business program 1 order that he 

r the might have available material and data necess ivy to guide si all 

ment business men seeking information and assistance to the appropriate 

mat]- individuals or agencies regardless of whether such individuals or agen 
nent, cies were in the military organization or in the civil activities col 

mili- cerned with the small-business program. 

rmal In addition to the foregoing, the Ordnanes ( orps called ad meeting 


rt of of all ordnance small-business specialists 1 Washineton on J ly 20, 
LOO]. The Chem cal Corps held a similat mference in Washn Otol 


illest on October D>. 19D1, and on October tL, 1951, the (Juarter ister Corps 
sponsored a meeting in New York for all juartermaster s} ill-bus 
3 €X- nes specialists in that area. Other teclu il service conferences are 


‘y to being scheduled by the Army. 
erto The Navy reports that on October 1 nd 2. 1951. all Na mill 


eLra- business specialists met in Washington to participate in a clinie co 
dueted by the Oflice of Naval Mate ll. Lhe } rpose of the 
to place before the spe inlists the importance of the smal] bus ness 


rogram and to emphasize the important parts « f the job. 
The Air Corps reports that all of it ill-business specialists and 


spe- the chiets of th a} propriate buvine sections | Headquartet , AN 


I 


ard Matériel Command, attended a elu it Wreht Field on July 23, 


art 1951. William Hine, Chief of 

CUrs chairman of the clinic. Under Secretary of the Air Foree, R. L. Gil- 
CeSS patric, Was among the speakers. The eln cevered all ph ises of the 
ent small-business program and specific procedures that were in effect 


the In addition, Air Force reports that several district m 

small-business specialists have been held and that Mr. Hine has cor 
pril ducted the small-bus ness part of the program at numerous conferences 
€55 at Wright Field as well as seminars fo mimandinge officers of 
continental bases. 


jag rw) ; ; 
Ul¢ The Army traanimge program mpresses 1 r committer = peng 


OM the Most comprehens Ve ana the best ntegrated plan effect inted to 
ob date among the services. It recommends that the D partments ot 
all the Navy and Air Force expand its training programs for small 


business specialists in line with that of the Army. <A thorough 


knowledge and fundame) tal understanding of the problems of smal] 


ire- business and the objectives and procedures of the small-business pro 
gram of the Department ot Def lise of paramount mportance to 
all small-business spe ialists. A sound anc con pre hensive tran v 
: ] ‘ ‘ 
roveTram Is essential h all procurement activities, It ( i! to youl 
3 to l t | 
my committee that the Army suecess to date encouraging the pal 
all ticipation of small business in military procurement n he related 
ino In no small part to t training it has afforded 
me specialists, 
am Statistics 
ON- Although vour com tre > disappol rer ! the over icon 


] ] { ‘ ] { ¢ 
pilishment Ol Lye hia tl Hess provran. of tire 1) pDartmel Ot 
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Defense, it is pleased to note the progress made by the Army in 
implementing the program. 


a 
During the first 3 months of fiscal veal 1902 (July September LDDd1), 
i small business received 250,100 Army prime contracts valued at 
= $616,000,000. This number represented 77.5 percent of all prime con- 
v tracts let by the Army and 32.9 percent of the Army procurement 
dollar. 


In the corresponding period, small business received $571,554,000 





? in Navy prime contracts, equal to 17.9 percent of the Navy procure 
72 ment doilar. 
- In the same period small business received $80,456,000 in prime Air 
= ‘ revi: * shig ; 
Force contracts. his represented 19 percent ot the A r Korce pro- 
. curement dollar. 
= The graph, prepared by the Munitions Board, reflects the participa- 
tion of small business in military prime contracts since July 1949 
Table 1, also prepared by the Munitions Board, presents a concise 
: summary of the statistics on small-busine participatlo military 
procurement for the same period. 
7 Oo 
es TaBLE 1.—AMilitary prime contracts witli 1 
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- i¢ 
‘01 small businesses. A high percentage of all businesses in the United 
+ , 1} | ; ‘ } , . 
States qualify as small DuSINess, | a State 1¢ as Connecticut, fo! 
| | >.) , } ry) tol 
exampte, With its o2#U00-0odd manuractul oO O erhs, approx jately 
yh 3.7000, or 4 percent of the total, eliploy ( | i] JIUU people. il 
ld rt. | ‘ } ‘ tflrat “d } r)1 - i } | | ri? } ] 
would certainly appear that 94 percent of th factu Y CONnCEe) 
In anv area should be entitled to share bn more tha S.v percent Oo] 
the military procurement dolar, 
he full reports submitted by the milita leparti t Oo 
. : : 
detail tire | Lh roces ! followed bv tli } yi]S re 
ilists in their efforts to aid small busine Le e A 
oral nn tl ( rectlol bipre ( VOU? qn} bye ne ‘ oO 
P t 4M ! . 
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business specialists among large prime contractors is commendable 
Your ¢ semnmsitee noted with pleasure that this device has been adopted 
by all of t he military departments. 

The Mani itions Board reports that many of the large prime con 
tractors are making notable and constructive efforts to familiarize 
small business hrnmis with the procedures to follow in securing subeon 
tracts and to acquaint them with the manner in which thousands 
small businesses team with large firms to insure the widest possible 
use of national resources in manpower, know-how, and facilities. 

Evidence of these efforts was contained in a report prepared during 

le past vear by the Aircraft Industries Association of America, Inc 
The report disclosed that more than 170,000 contracts had been 
awarded to some 60,000 American subcontractors and suppliers to 
assist in the production of airplanes for the armed services. Of these 
60.000 firms—located in 41 of the 48 States and the District of Co 
lumbia—it was estimated that approximately 52,000 or 87 percent wer 
small business. The report disclosed also that nearly 50 percent of 
the dolls ar volun ie of contracts rece ived from the Air ie orce and Navy 
by the 50 major prime contractors was distributed to subcontractors 
and suppliers and that approximately 60 percent t of this amount went 
to small business. 

Your committee views this development asa healthy and encoura’g 
ingsign. It is hoped that the trend continues and that other segments 
of industry will adopt equally vigorous programs to foster small- 
business participation in sube ontracting. 

In his second re port ider section 708 (e) of the Defense Produe 
tion Act of 1950, the ishienin General stated: 


The award of contracts to large concerns carries with it the power to deter 


ne within a wide range whieh smaller concerns are to receive subcontracts 


This unsupervised power, which necessarily makes the preservation of competi- 


tion increasingly difficult, should be granted only in the light of all the facts 
and should constitute a deliberate governmental determination based upon a 
finding of necessity Only by a spread of contracts on an equitable basis through 


planning will it be possible to maintain a healthy competitive economy. 


The committee is convinced that subcontracting is a useful and 
necessary part of our economy and that many small businesses are 
aepel dent upol subecor tracting to a large extent. It believes, how 
ever, that there is merit m the pronouncement of the Attorney General, 


His statement points up the fact that prime contracts provide the 


b ess ma th a greater o} Lp tunity for survival in this 
period of mobilization. The military should therefore, while not 
I eglect Y subcontract Y Oy portunities for small business, place spe 
CG il emphas on the ird of a maximum number of prime contracts 
{ all bu 

{/ L hid 17707 

The committer S CONN ced that small producers fare best unde 
he formal advertised bidding procedure. It therefore recommended 
to the military in June that advert sed procurements be used to the 
Tulle eXT WD} { ible 

| I Drese | rea LOW] { e number of idvert ec| 1 | neg 
tiated procurements processed by the military in the first 3 month 
ot fis il veal Jul rough Septempbel 1951 ) 
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staff to conduct inquiri nto several serio Omplaints received trom 
small-business men. | pon the completion of those imquiries, your 
committee proposes to hold hearmgs to reexal the military pro 
curement program. 

It is the earnest hope of your committe that the hearings will d 


close ah over all provement i the military procure ent prograil 
The members are l InanimMous agreement their belief that mall 
business Cah and MUST be wiven al oOpport NIV te piulrt pate more 


fully in military procurement The downward trend of small-bus 
ness participation In military procurement since Korea is a matte 
of orave concern, Th trend must be reversed. and vour committee 


is resolved to do evervt!] no i) t power to bring abe t that reversa 
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as incentives for private enterprise to 1 t ( if. portior 

sary expansion which might not be ef profitable after 
rent emergency. The Internal nue Code 
Production Act include two major financial 
business expansion: (1) the accelerate 
in the Internal Revenue Co: e and (?) chreet YI lec ! eC 


tion 302 Defense 


of the 


seco} |* 


deduction ef p int expan ec fo) ot o fy om 
taxes over a 5 year amortizat perio f 1 ott rma spre id 
ot ~U vears., th S 1S ] \\ orl \\ | | l } cecrior 


this 


124 of the Internal Revenue Code oft 194 The rine be 1S 
ntire W 


reo f 


orld War 


tax-amortization mcent fast outstripping the « 


II tax-cert fh ‘ation provral ( ring wl 1) LT OO) ertin »itec totaling 
$7.3 billion were issued for rapid tax amortiz In less than a 
vear, October 30, 1950, to October 19, 1951, 4.300 certificates totaling 


£10.6 billion have already been authorized for 5-vear amo 


The Brew ster committee ot the Ie rntiet ( rress, after Invest 
gating the World War II tax-amortization program. considered it 
“legal profiteering.” With vaster ame t t (4 rnment money 


spent for tax amortization today, the s rg mioht 
on a larger seale. 
Your committee, after exa ne many f the certifieat of ne 


sity issued, conclude t t there have been 1 v inst — the part 
of Government official hn orant o the 5-vear tax-al rf narod { 
cates which represent err of jud Seed Rsce a nation on ft} 
rmount of the faeil } ] ] ‘ Dawes nereency 
ind a lack of informa ) I OX ng { wild he 
used. Today, in expanding « es to ren on 1 
In contrast to World War I] ' . e militarv 
goods to fight the war. titat ergency” is 
no longer t] e blaek and PD! fF Wo) W I] 

Alongside our mounting m } one 
san equal partner deter The definit exact 

necessary for nationa el ind t I sible for rapid 
tax amortization has thus becor \ of grav definition. Ex 
essive granting of tax cert fi é | rf ndustries without 

clearer definition of dete g percentages eligible 
for rapid amortization, ha e etrimental to small manufacturers, 
nd a major reason for smal first round of the 
deferse program. 
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World War IT for | egg | 
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imortization, they general fic Q ] t ‘ 0 
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to become the certifying } \ ex f iudg 
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rapid tax write-off instead of pHeree 
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rae » : 
Che Defense Production Administration issued the following policy 
memorandum on Mareh 1. 1951. on how to determine percentages to 


be granted during the present emergency 


] ‘ rt linsted sis ¢ emerge v f tv there shall be ir 
ae only so} | thre } int of the basis as is properly attributable to such 
. { ePCONS tion, erection, inst ition or acquisition after December 
(y4t) s the certifving authority has certified as necessary in the interest 
efense ring the emergen period and only such portion of such 
ss ] h ‘ fied a butable to defense purposes 
> ° } 41 : _ 
NSRB Regul sec, 6002 (a)) also states that the major Tacto1 
, } ’ 1 : 
ol] ne the percentages shoulda e thre “probable eCCOTLOTLILLG useful- 
ness of the facilities for other than defense purposes after o years. 


’ ‘ ] . . 
Phe Small Business Committee stafl undertook a study of the cet 
| fj ite wed Trom Novembet 1950 through Nia h) 19D] to determime 


whether thr moove policies were being foll wed 1h determining the 
percentave orTanted. The Om mittee found that high percentages of 
rapid tax amortization were being granted for expansion of basie 
ties whicl warring a depression. would be economically useful 
economy for far longer than a 5-vear emergency. Cer 
t tes for railroad facilities for instance averaged some 75-percent 
Pil} ( }) of the fact most of the riuilroad facilities 
rtize ( \ e equipment to the railroad atter o vears 
\ Prog i i} i tan itl rt T1oOl roll | forward last 
spring, \ th trey ‘ lous cd Ly lumi nad oh percentagt eranted 
the program was described as a “raid on the Treasury. 
| creat it { Vel ime down the Groverni Tit POL ike 
Ost ol program to tl taxpavel has apparently bee ot 
\ ose Croverniit t on | re pol rte fo. ] 
! ! the ‘Treasui | Director of the Busines 


{ x program stated 
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h cut-otl line of 81,000,000 in assets is another device easing the 


route of big business to step into the defense program and closing the 


door on a great majority of the small and able manufacturers with 
} 1 a 
ssets under $1,000,000 not included on inventory and programme : 

. 1 1 ] 

Sts. DPA explained na press release that they have restricted thei d 
ittention to big business because l 
. . € 

It has been necessary initially to set a lower limit of $1,000,000 on the size 

f the fac tv that will be considered by the Bourd to insure the maximum utili 

of facilities that can be most readily used in defense production, and to 

duce the « mittee’s workload to a point where it can operate efficiently with 

delaying the military program. 


If DPA 
es, your committee recommends that its Inventory include all plants 
Only such an inventory will produce 
granting plant 


is the Government agency selected to screen plant facili 


with assets of 8250,000 or more. 


the for sound judgement on 


hecessary mformation 
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expansit 
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Su Bustness P 
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With high percentage write-offs issued at the beginning of the tax 
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Ing their 


tization program when big business was 1 


tifie ates, smal! 
to a fair s] 


Way 
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ot tax 
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celving nearly all the 
rible success in elbow 


is permitting the 


kairge 1! dustries the benefits of the lion’s share of plant eXpanhsion. 
From October 30, 1950. to A ig@ust 18, 1951, onlv 9.5 percent of the 
do r volume of cer Hcates is ued wel to small concerns 

Unt recent the tax-amortizatio program Ope rated on a “first 
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large Haustries, 


ome, first erve Da a With thel OWlL pro 
luction and exp on schedules programed in detail, were first in line 
to file their application \ssistant Attorney General H. Graham 
Morison stated that certificates granted on this “first come, first served” 
ba resulted in ee heation of facilities for larger, more eflicient 
grou} to the det ment of thel iller « yaa poe itors, 

DPA Admun trate r Mag ly Tele mann, tifying br fore the Joint 
(om) ttee ol Def Pro Cello! l Ov) ze ul - ited thy hand 

ps of small n facture? 1 making ap] ation for tax amortiza 
tio} 

Ni | i t yy if h f the sma ones, that 
S ] ‘ d t ! e bi due to the eat adva 

ir¢ eng \ I roa time was n 

' 1 we he ! It was ol 
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On December 9, LODO, 9 days after Byron (). W oodside took ottice 
e to head the NSRB certificates-of-necessity and loan programs, he 
e issued 48 certificates to steel] companies, covering almost $500 million 


h in facilities. One man alone, not previously acquainted with the 
cr steel industry, determined the percentages Ol the certificates. By 





I March 23, 1951. on facilities valued at $4.152.564.670, steel expansion 


included $2,088.136.108, or about 50 percent of the dollar volume 


eligible for fast amortization. 





t 
l . ‘ 
. Certificates of CCORS hi ndustry group esued thre h Ot 19 1951 
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l 
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Fir i t 
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! il 
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> Mr. Woodside explained the haste in oranting steel certificates: 


The reason why the steel industry was selected first for action and the reason 
Why action may seem to have been a little rapid is becatse thers as no doubt 
in anyone’s mind that an expansion of the steel industry was vital, and 





was ho question in aly MivsS 1 cl it hat that she ad e the first 
started. 


But before the Joint Commit 
Chairman Maybank asked DPA 
whether or not rapid tax amort 
steel industry, Mr. Fle ! in rep eq that ‘ i not made ar 


analysis on how much feel WO bave eel eXpa ied Without tax 
. ee ° ‘ : } ] 
amortization, “and I could not. the Hid VO over-all analyses 
oft necessity for tax certification oO till defense-program goals was 
] Lene. Die od iy { ty ry) O 
undertakeh, | all ) e cet Lite OT siila ry app s 


for tax certification. 
But at the start of the tax-amon ition program, Executive On 
10172. dated Oct bey ‘. i ed to the % l OL tlhe Na 


> ) + ¢ ‘<a. y ¢ , 
tional Security Resources Board, a { re LI 0 e tax pl 
orain, required that t re D ed planning prog 
for the eXpansion of Cay 
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there is an over-all planning program to inventory facilities necessary ( 
to the defense effort, the tax-amortization program will fail to accom- | 


| 
plish its purpose. 

Ile said: { 

We cannot do without some sort of road map. And to date I have not seen | 
it road map I would require betore (certification) that the existing 

du f eS 1 ny nt S « intrv be k mW - { S 
\ il up 1) wl ! id ent thre ‘ ! eve ! 

possible I do not ee how you can consisteatly pass upon 
rtificates of ta :mortization 
a } } 1 } ly , , 1 \ } ' 
W oodside commented on how «¢ fie it program uy — WITH rele 


quate Information on military needs and requirements: 


| ‘ \ {Tic ! t 
‘ t é ! i ‘ t I 
l oa ‘ | 
fils lack of ovel ill plan he piaved to the disadvantage of small 
business in the plant-expansion program, While | eger plants went 
ahead with their own plans, the smaller plants needed Government 
rograms to bring them as participants into defense expansion. 
\ it tp] lol ror cert ite had Hee led. small-business 
‘ were aval una pect 1 follow he them t| rough. The pres 
oft Washington represel tatives ot the 1 rver Conimpahies Was a 


det te Tncto) i ti fer cert fie mon Nir. Woodside admitted that 


\ mav beable to tind specific instance here cuses have been moved forward 
esult of that kind « Hressure } oul poroach in general has been to 
cases on il dustry basis and to deal with the cases within that 

pretty uch as l 


\i wWn\ smal] manutacturers called on vour cotnmittee durn a 19D] 


} ] ] ] 
Spee iu help tracine and Tollowinge t 


rough their applications 
iX certihent In one instance, a small responsible steel fabri 
! ine To \\ ishllngeto itte) I~ weeks to mquire about his apphi 
Arriving ata 9:30 a.m. appoimtn 

nor emplovee of DPA, final 


t, he was kept waiting 


} tlol Chiat ft mve A cnance: mad (Y%) that | } ral heen “lost 
| ( trast te reatiment (Co) Tre | is Prov cle i the De 
Lé Prod C10 \ct sf tol O] ly 1\ ) t! 1 
~ mY So iM le tl edd l ! lt 
| } l I) }) 
der the tax-certification program. small business was not only 
rry > . 
rive ho hyec i pProy S10} Out Was Given the rut round. The first 
ective ] the re tot small hnahufactturers was ssned on Lugu 1 


i b Yd 1. 1) fe LEN Mob lize. ( wae I - Ik. Wilson. 1} his Oetober | report 


to President Trumiay aan ited that 


oy August 14, 1 directed the Deft e Production Administration to pay par 

ilar attention to the ZA nd independence of a company applying for tax 
mortization certificate \ all firm wil e permitted to amortize a higher 
roportion of its investment t the accelerated rate than a large firm with a 
Similar projec 


But, as a Defense Production official explained, this consideration to 
small business was 0} iVeone ha number ot other considerations that 
were to be applied the final decision on granting tax-amortization 
certihneates, thie re by watering Gown its effective help to small Concerns. 
One new operational procedure in handling tax-amortization appli 

cations may work, however, in the interest of the smaller manufactu 

ers: starting this January, applications from small manufacturers are 
now so marked by DPA in order to receive special attention from the 
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delegate adgeney who makes the recom endartion ¢ the application. 
It will be several months before it can be determined whether their 
earmarking alone of small-business applications will thereby increase 


their participation hn plant eXpansilo Via the tax-amortizat i 


program. 


But these minor aids and belated recognitio ill] business in 
plant eXpPahiston Will if) eLUrer make fo} Liie iiss Y out on 
the early part of the VWNOVTIZne Le progranh Certificates are no lo ver 
being erantedt as readily on Live <0 e high percentages By the time 
the smatler industrial pian Were beeint ho te eceive subcontracts 
for defense work and could lly file appheati for tax benefits 


on plant expansion, it was too late. Wher upp! = from small 
mitnufacturers began floodine its office in late s} of 1951. DPA 
announced that after June 15 no more applications ildl be epted 
uit DPA had time to widiie the mo} na t ‘ ot pp! itions 
tlready filed \fter ft fted. « Lueust 19 


PMIiOVraALTOYVILUD oO} appli } | t< 1 t to f <3 le DPA 


I 

reviewed the entire expa ( re ral \ { ‘ tcl » On its 
backlog of appli it - \t eenad of the) ! on Octobe LS. 
DPA Administrator Manly Fleis port Defense Mobi 
lizer Wilson that 

Although a complete review of the a1 nreg nroposed 

letter has not bene DOSNT { t ‘ | y his nerio ind 
the pressures from all directic to ] e pend Crist e Ss exceptions 
to the moratorium, nonetheless, it is t ‘ tive ] s 


for handling the ar 
And a backlog of more t ) 4 +r)? +s, ; ; te 
ePSsSeC whe nthe moratol | \\ ( ‘ , (pet ( 
Durn om thre moratol Lh} DPA a | ) ( })] t * Leo ; 
10 types of new facilitie | 


tools receiving 


- 


new categories recently added 0) ret ( t )} | others 
regardless of when they are receive \\ rt { \ 
plane Ing to a limited degree t P l Ist ‘ ed” 


which favors irge con} 


The neghgence tow iad sma 1] ness a the « ‘ f pla 
hing on plant-expansion programs has added to thi { seriou t 
tleneck in the mobilization progran the ] e-tool | 
Predominantly small manufacturers, the se { e-TOO ik 


ers upon Whom industrial expansio > complet epencdent. went 


unnoticed in Grovernment progi wns unt | I ner, at h 
time they were given special priorities for obta o tools and ma 
terials but ho Sper ral attentiol ntil October « tificates of eces 
sitv. During the first quarter of 1950 the 1 | industry was 
producing at below 1939 levi 


After Korea orders for machine tools mounted 1 diy toa ba klog 
oF 23.5 months in contrast to World War II, whe e back Oo eed 


fo. machine tools Was neve her thal 1’ mont urrent prod 

tion. According to tool builders. the low ba kloo j ho Wo | \V i 
II was due to a “dress rehears l” of future deft e demands staged 
by the industry before the war. This time, ba es had risen to 


almost Z years’ output before this emergeney Was re mrnized 1) l ’ 
the postwar period, machine-tool builders had disposed of a share of 
their productive facilities and pared down their organizations so thei 











136 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 


rime need after Korea was to build up industrial capacity again. 
oc the tax-certificate program offered little help to the mac hine-tool 
builders attempting industrial expansion; applications filed as early 
as April 1951 had not been acted on by late October. 

The following chart shows that only recently have the machine- | 
tool builders been aided more appreciably by certificates of necessity. 
The chart also shows that in recent months, even though more applica- 
tions have been approved, the percentage of tax amortization has been : 
appreciably decreased. A DPA directive at the close of the August- ' 
October moratorium stated that percentages granted to all industrial t 

categories would drop approximately 10 percent, but the machine- 
tool industry percentages have slipped by 23 percent since the middle 
of October in spite of the fact that a majority are small business and i 
Wilson’s August 14 directive stated that small business would be given 
special consideration plus receiving a higher percentage of amortiza- 
tion. 

Upon examination, the help that the machine-tool industry is _re- 
ceiving for expansion is thus still limited—a far ery from the earlier 
bonanzas of the big steel and transportation industries with high per- 
centages and whose industrial expansion has a generally higher post 


emergency usefulness in a civilian economy than the machine-tool 
industrial capacity increases will have after the emergency. 
Vachine-tool industry certificates of necessity 
Pr 
th = = Percent 

ir 4 g Rar 14 4 . 

4 Rg Q @ { 

) 1) 

t is also to be noted that within the machine-tool industry the 
appli ations approved between October 19 and December 11, 1951, 
averaged Jess thar half as much i dollars as the earlier ae hcar S. 
Phey ire presumed to be tl »smatler units of the machine-tool dustry 
who did not receive the same treatment as the earher | arge applica t10} 

nh the indu l ra I ontradict Ol to Mo Zer Wi son's 
( I Live 
() T \ cd rt if Ot ‘ Q ty orant d to th 
! ( too] ‘ \ mity O} le that the 
DPA x] | l { \ _ \ Vn t thie 
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Ss ‘ I ! ) oO the 
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| y t ( tax : : <2 
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control of the iIndusty al crowt] of thi ountry. DPA, however, iS, 
ostrich like, refusing to recognize that thes prog) uns will have any 
effect on the economy. Director of the DPA plant expansion program, 
Byron O. Woodside, when questioned on how certificates of necessity 


area means of econom! control. answered that 

Certification is not a means ntrolling the eco y of untry; it is a 
means of achieving an expal n of production, and within e¢ Lin broad limits 
you do the best you can to do a fair job on it t is ittle difficult, I 
think, to envisage the tax amortization program as a means of control of whether 
company A gets an increase il ip y, Si f 100,000 uu r 125,000 units, 
because the company is c vin th a request for amortization on the basis 
of investing Its OWN Capita I ni ¢ ! | ( ~ ess Ss here 
is a very definite limitation upon the extent to which you can use this device as a 
means of control ing or influencing ( SI ipine the ourse OL expansion 


Although the primary alm of the cert fl ates of neces ty sto achieve 


eXpansion of product Oh. VOU! Olmittee 5 of the Opinion that the 
tax amortization program \ have a definite effect on chang ne the 
competitive position of companies wit in industry and is of the 


opinion that the program has already added to the vrowing trend of 
economic concentration and integration. During the first 7 months of 
the amortization program, t e 1.000 largest n urbacturing concer 

the United States were granted 69.2 percent of the dollar volume of a 


certificates and comprised 48.6 percent of the tota unber of cer 


In 
1] 
Aa 


] 


tificates issued. 





lo 1,000 large munufact I 
fotal certificates an OriZed, @1 re pl ~S4 
Total number to 1,000 largest ¢ G24 
Percentage ot 1.000 to the ft ] ‘ t ‘ iN 6 
Total amount certified entire prog SO.OS4, 771.255 
Total amount to 1,000 laryes or] itior So LS O64, 796 
Percentage of anu nt to LOOO l ! I 609.2 
To 100 large manufacturing conce) 1 25 large 
Total certificates authorized, e1 e pro 1.284 
Total number to 100 reest oration Sete 
Percentage of 100 to the tot n be ertitic Jed.ed 
Total amount certified entire prog SO.0S4, 771,255 
Total amount to 100 large Col tions $2,685,954, 747 
Percentage of amount to 100 | imount I2.8 
In contrast, up until June 11, 1951, small firms with under 500 em- 


] 


ployees had obt: ined only (.8 percent ot the cert fication dollar vaiue, 
As the emphasis It) the expansion programs has now changed from 


the basic facilities to fabricating and productive units comprising 
more small businesses, the percentages of certification going to small 
business should show some increase in the coming vear. but. unless 
more specific attention and help is given to them i the plant expansion 


program, it will not fulfill the intent of Congress in the Defense Pro 
duction Act that 
It is the sense of Congress that small } ness enterprises be encouraged to 


make the greatest possible contribution toward achieving the objectives of this 


uct. 
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PRICE CONTROL AND SMALL BUSINESS 
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lation on January 26, 1951, freezing all prices at a level equal to the 
highest they had reached during the 5 weeks p wcedinas January 26, 
That this was merely a preliminary attack on the prob lem and 
one which required subsequent refinements was stressed from the 
beginning. In his first quarterly report to the President on April A 
1951, Mr. Charles E. Wilson, Director of Defense Mobilization, stated : 
The January freeze was, of course, only the first step in applying price 
controls. The freeze caught many prices in badly distorted relationships. 
his applied in two ways: First, generally speaking, wl 
risen more than retail prices since June 1950; and, second, at the wholesale 


olesale prices had 


evel some manufacturers had shown a commendable willingness to hold prices 
by absorbing cost increases; others had based their selling prices on current 
or replacement cost; while others took advantage of the situation and charged 
ill that the traffic would bear. 

Consequently, after the freeze, a retailer might well 

Wholesale prices above his retail ceiling, or at prices that would not per 
mit him to cover his costs Situations like this had to be corrected either 
by rolling back wholesale prices or by allowing retailers to take account of 


have to buy new supplies 


higher wholesale prices 
The Office of Price Stabilization has been taking both types of action, in the 
process of changing over from the temporary general freeze order to specifie 


orders tailored to the needs of particular products or industries. Since the time 
of the freeze order in January, about 12 major regulations and 23 sr pplementary 
orders and amendments have been issued. 

a the present time, however, most of our economy is still covered 
by either the general price freeze or the manufacturers’ ceiling price 
oan ation, de spite the fact that the staff of the OPS has been working 
on these tailored regulations under which specific industries would be 

overed for the past 8 or 10 months. The impact of these individual 
codes will undoubtedly increase in the near future, and the switch 
poses a threat to the smaller segment of any Industry if there is not 
every assurance that their interests are not only represented but also 
el lously considered as well, In addition, since the change over to a 
custom-written tailored reculation usually involves major amounts 
of statistical information, care must be taken that the paper work 
nvolved does not cripple or seriously hamper the normal operations 
of the small business. 

lo date your committee has received very few complaints re 
carding the handling of small-business problems by the OPS in 
determining its policy on any orders. In several cases the com- 
mittee has requested fuller representation ot smal] business or geo- 

raphical interests and has found the price-control officials most 
cooperative. This has been heartening, for it is obvious that price 
orders can have widespread effects on any industry and can drastically 
revise the competitive position of sm: ler segments of the industry if 
proper care 1S not exere ised. 

To a large extent OPS policies have been formulated with the assist- 
ance and active participation of some 500 separate industry advisory 
committees. From the initiation of the price-control program, your 
eg ttee has been convinced of the vital role which should be fille d 

by those committees of businessmen and has endeavored to guarantee 
that the y were as fairly representative of specific industries as possible. 
In only a few cases has there been any criticism of the pe rsonnel of 
the advisory groups; and, whenever your committee has requested 
fuller representation of small business or geographical interests, it has 
found price-c ontrol officials most cooperative, This has been hearten 
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ing, for it is obvious that price 
any industry and can drastica 
smaller seoments of the naustl 
By certain other actions, the 
evidenced a re oOgnItION OF that 
the OPS, its Director assigned 
with the Senate Small Busines 
as the OPS representative on 


held throughout the country 
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orders ah have w despread effects on 
competitive position of 


vit proper care Is not exere sed. 
Oflice of P ee Stabil Z£ytT10 ha also 
fi { Soon ittel! ef estat shiment of 
Ole ot fils Spec l iss tant 1¢ Wo! 
s Committee both in Washington and 
e panel of the sn i-pusiness clinics 
A , 
qaer thre pice >] Out ) Lee 


At these clinics and at hearing ; 
mittee, the (9PS WW} ible to Trot hiisines resetie reg tio} 
and to note trouble spots which required immediate tification 

On Aueust 29,1951. ana mt to the Dir for Small Bu ( 
was appointed by Michael DiSalle, of the Office of Price Stab tion 
At about the same time small-busine nrese] \ \ ( immed i 
all of the regional and district offices of the ag \ \\V ‘ ece fol 
men were regularly assigned ( ( , ntally to 
serving small-business interest their ¢ o undoubted! ryre 
vides a logical point of entry te thes) Ih ‘ mer | & to con 
tact the field offices of the OPS 

Several additional eriteria ito deter) ne ft ex 
tent to whicl small business interes } o erohe , t] ‘ } 
charge of the Nation’s price ont? prograt By deleoat o ithor 
itv to field offices. Government off Sea , Washine thes 
country” and remove mai ecessary delay ering auestions 
and meeting extraord nary t ! } \ iso irante o it ANN 
businessman can receive satisfactory ¢ ( probl ive 
obtained ind vidualized and pe ( tte ( Yo omn tec 
feels that the OPS could make 4 ( wations »> held off vith 
creat advantage both tothe OPS and tothe small ess COMMNONit* 
It isalsoa general 1 Omme! rT ! ee t orass 
roots experiences of t ie field ¢ t ry | elg e top-leve 
determinations of the OPS. e ¢ dence no this { ( { if 
certain hardships and disloeati ould have en avoid f ind 
cious use had been mace of t ecial knowledge of field officers. Spe 
cifically, the veneral price freeze exerted at ntolerable aueeze o7 
woolen textile mills wl ie] were largely dependet Lupo! iworldn irket 
for wool which was soaring in price. while being restricted by domestic 


price controls which did not let 


Here again the coordinating fur 


ministration might well bring 


channeling their experiences an 


making echelons. 
Also Important in any price 


ception and operation of its ind 
Ing the early months of its re 


investigations during the past 

organization is now operating a 
tiveness and in the smootlhnes 
suchappeals. In general there 
ing exceptions to over-all pol ( 
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93741—52———-10 


in this department because it 1 
and work on over all price control 


weeks, however, show that a field office 


t} em covel the reuw material costs. 


f on of the Sinall 1) fe} se Plants Ad 
ture gains to small business through 


| } 
recommendations to highest po Cy 


] 1 . 
? “.!l Nroocray S he svenc Sse - 
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vidual hardship case progran Dur 
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s and dispatch with which it handles 
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profit for wholesalers and retailers while restricting manufacturers to 
t break-even mark. Few problems are more complicated and fraught 
with more unpleasant ramifiert ONS to price cont rollers than becoming 


involved with profit figures. Should the OPS determine to guarantee 


profits to tradesmen through hardship relief. there is thereby estab 
lich 





ed a direct lne to the cost plus doctrine which often elves an 
; in 
rease their firms’ profits by overspending on items they purchase for 
Naturally, this fear is lessened at the present time by surplus 


resate. 
} 


woods on the shelves of compeliIng merch mts, 


hneentive To extravagant purchasing niahagers who thereby can 


rut shortages could soon 





reverse 


that 


Despite whatever compensating 
the 


ps are 


fortuitous situation. 


lot 


trol program 


ot 


many 


small-busimess 


factors there 


may be, definite hard 


concerns during 


any pre eS 


oO matter how well] CO) ceived or well rdministered 


may be. The twin curses of red tape and complexity are, of course, 
ef among the complaints against any controls, public or private. 
Altho oh some oO the laments kV be exigeerated ana irrational, 
ere is no doubt that anv sort of control mechanism must be made 
is possible and one which utilizes to the maximum extent 
il reco} kept by concern in everyday business practice. 
Li era ields, members of the committee's staff have worked with 
I uff of the Office of Price Stabilization to simplify existing or 
( Ost rae that the Ol lc e followed Ly small DUsihess Con 
‘ \ h sometinu U) forced to disregard specific regulations 
throue ) t to contorm to ther Particularly in retailing. 
HVT Heel tive alo OY Thess t md several orders 
tlready | ( ced making special provis io mplified 
( rt De fol owed Life eg ! i ti triacle 
( ! _ 1 Tut erentel yi the pr e ot te volved 
el ds perat ay iftel 
ot en 
(1 1e¢ ! qae pov \ ! Ter \ I il ho 
OOPS so vulner le t tifinble iS ll 
. Price Regulatio the manufacturers’ pricing reg 
Liter iv t \ OF shia r produce ive uttempted to 
, ‘ }) ‘ OT omple \ l the f ( { required 
\l ot | tel l i t not iva ible Th thre fil Of il} l | 
try het 1 Wi ob it'é ( pletely Wnece OMe SO 
CPE 2 Cast ts shadow over the prod tie) lh nve Your 
ee hope it the OPS will revise or simplify drastically that 
near future as a dramati llustration Of its recog 
0 f the realities of industrial and economic life. 
I) e present perrod, as aduring World War Il. a sizable pel 
( ize of compla price control une from retail hardware 
Without a t those outlets handling many thousands of 
different iten mo of them on a low turn-ovet basis. have problen 
{ rto thet elve Re OY ZY that fact the OPS appointed “a 
} 1 ibcomumnittee of the mdustry advisory committee to work out 
pithed: methods and at the same tf me extended the time for filing 
late under the amendment. to Ceiling Price Regulation i At the 
resent time several broad categories of trades are from the 


exept 


complicated filing procedure required of their larger competitors, 


>a ] - 
us the )] S has ippeared to your Committee to be miost tractable 1) 
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ts efforts to be fair to all seoments of the econo v and at the same time 
to recognize the parti wing problems facine specific sections of our 
economy, 


Several months io the president of isi iller i ract res” ( 


| 

ell. located in one of America’ largest madust ' reas. wrote to vou 
committee giving the thoughts of his group on price control. H t 
ter seem fo embody thie eactiol oft OuUSa ot ! | ! Ll Tit 
ers throughout the | ted States, and two releva paragra ire 


worth quoting : 


We individualists, of « rse, oppose al 


il ol Cis But we ] j } 
s for a while Wi! ! St t hie ‘ 1 
1, for one now what <4 } s be ‘ ‘ toy ‘ ead 
established it All 1 ve if ‘ vy 
vhi GLOWS The > st estal kK ¢ p 
+ | : l\? { , ¢ | ] + ] 
he thoughts of ve Ir conn tee Alono a re ey the result 
hh large measure, of its contacts with the thousa if smail-b ESS 


men who have come to Wa eton to <If mob ition avencles ad 


our office or who have written to the Sma 5 ess Committee of the 
Senate for assistance with the very real pro they Tace, or whom 
members of your committee have met during Isihness meetings 
throughout the country, () otations tre eve) etters { ray 

ii ttee’s files See] 1¢ reigverate | ( Teg ( ( te 


I il \ 
il t | ‘ | 
Wi tl 
t I 
1} Ors 
() } ‘ 
OPA re 
ore than 2 
\\ el) f 
ee thy i 
Ould (I OU ( ( ) 
One Yo ( ( ( ) ¢ 
volved It there iis { ( } oF ( 
Mim, bub CON pLeXIE per se \ | ) oled in every 
1 
Will possible. 
Your CoH niittes Pee } ‘ (thie ot 1) ‘ be 
] 1, ] ‘ ‘ ‘ ‘ { 
hnould take notice of othe ell Vict ( l I LLLel | 
; ] } , ‘ ms is 1 
LYoOIsS ave hace so \ \ d Involves Onl LILY vil but 
impossible ror wmnnv b Hesses, ¢ iIS1O \ rye rr | 
‘ . : ¥ — { 3 
tion, 1f controls re aime oO { roree, bu ( te 
. . 
ously lowered DV the evid e OT te] ( 


This matter seems of prime importance to ommiutt 
the OPS must operate u der the handicap of working during a no 
War situation when patriotic motives are largely dng. So lone 
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to their peculiar problems and will attempt to meet them halfway, 
their inherent hostility to all controls should remain latent. On the 
other hand, if it ever appears that irrational orders and regulations 
are hamstringing the producer, cutting his production, and thus hurt 
those consumers they are designed to protect, a much more dith 
situation will prevail. 


he 
cult 


Gray MARKETs 


Revelations of oray market activities in scarce materials before the 
Procurement and Mobilization Subcommittee of your committee not 
only shocked oflicials of the National Production Authority, the allo- 
ation agency, but also convinced the Office of Price Stabilization that 
immediate steps had to be taken to bring under control the raging 
premium markets in nickel and steel. 

Your committee recommended a tailored steel regulation. after its 
hearings on the gray market in steel held in Detroit, Pittsburgh, 
Chicago. and Cleveland. Following that recommendation, the OPS 
issued Ceiling Price Regulation 98, the steel resellers’ regulation 
which sets a percentage mark up ceiling on steel at various distributive 
levels, on November 29, 1951. This action should significantly cur 
tail the diversion of scarce materials into the gray market, taking 
them away from producers rightfully entitled to use those metals. 
Furthermore, it will remove the mask of legality from those shady 
operators who had established exorbitantly high base period pricing 
records and thus were above reproach under the general celling price 
regulation. If properly enforced, a serious irritant adversely affect 
hoe the business morale of the Nation will be removed from the 
defen e picture, 

On the other hand, your committee’s activities in exposing the 
rampant premium market in nickel has not vet resulted in a restate 
ment of OPS policies. In this case a loophole in the price agency's 
regulations allowed a technically legal operation which was com 
pletely illegal in the broader sense. A significant portion of the 
committee's report, The Gray Market in Nickel, covers very well its 
findings in this field, as follows: 


While the demands of our industrial mobilization program have undeniably 
placed nickel in extremely short supply and thus almost inevitably opened the 
door to abuses in its distribution, it is also an unquestionable fact that the 
fuzziness of OPS’s price-control reguiation has placed a welcome mat before 
those who have a mind to profit by circumventing Government price ceilings 
Many a truckload of anodes has been driven through the loophole in Ceiling 
Price Regulation No. 29. 

CRP 29 establishes a ceiling price on nickel scrap of 4014 cents per pound, 
To escape the application of this regulation, it is necessary only to east the 
scrap into anode form. It then is governed by Ceiling Price Regulation No. 30, 
which allows it to be sold at the highest price at which nickel anodes were 
sold by the particular dealer during the base period. It seems strange that 
nickel scrap in one form can be sold at no more than 401% cents a pound, but if 
the form is changed it can then be sold at a legal price of $4.50 or more. The 
fact that metal dealers were soon to find this loophole is evidenced by the 
hearings , 

it is especially unfortunate, insofar as nickel is concerned, that the base 
period which determines the price was December 19, 1950, to January 25. 1951 
es Nickel was in very short supply during this period and was then 
selling at premium prices. The effect of the general ceiling price reoulati 1 
in respect to nickel was to legalize this premium price. owen, ae sen, 
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of the metal dealers were not content with the astronomical profits that could 
legally be made under these regulations There was found to be géneral non 
compliance with the existing OPS regulations in the nickel field. Many of the 
individuals and firms had not compiled a price chart, as they were required to 
do; many did not know what their ceiling price was ind e even said that 
the regulations were so co! plicated that they had made no attempt to interpret 
them. 


Although your committee’s report on the oray market in nickel 


Was published almost 4 months avo, no corrective action has bee 
taken in plugging a serious deficiency in an OPS regulation despite 


i 


personal assurances that such a step was Immeciately forthcoming. 
Furthermore. the evidence iwalnst scores of violators of spec he ven 
ulations was turned over to the OPS at thi ime time, but your 
committee has been able to learn of no action instituted again st any 
of those violators. 

Nonetheless, your committee does Wis at this point to acknow led 


the full and complete cooperation it has received in its field investi 
gations from the enforcement oflicers of the Otlice of Price Stabiliza 
tion. At no time has there been any evidence of a desire to protect 
or by avoiding the unpleasant imp cations of the findings of your 
committee. 

The findings of your committee’s probe into gray-market activities 
and the testimony heard in connection with those hearings graphically 
depicted the Impact of run-awav material costs on smal] fabricators 


dependent upon those metals and whose con petitive or financial pos 


agency prestige or to defe1 d past actions by whitewashing anv facts 


tion did not allow them to pay premium prices for their basic supplies 
In both the steel and nickel fields, typical small producers testified 
that they were unable to obtain tl eir { ur allotments of materials at 
the same time that they were being solicited to pur ise from the gray 
market. Naturally vour committee sha continue its eff rts to dry uy 


these drains on bot thre tality and the morale of the busine 


community. 
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who would ordin irily receive and process the industrial scrap thus 
venerated, In these fields efficient use of materials and production 
©” considerations. 
Undoubtedly the most important example of pricing incentives for 
produ tion Palins comes nN the held of the machine tool industry where 
the OPS has recently announced new regulations dealing with that 
most Important and wenk chink in our armor. Durine World Wm 


hneures are subordu ate to purely pricin 


11, production bottlenecks plagued the machine-tool industry, without 
Ose OULpUl no defense installation could operate. A tter Hiany false 
arts and much waste motion, priorities for men and materials and 
monetary inducements speeded machine-tool deliveries until the bottle 


neck was broken. All the same mistakes were repeated during the 
first 12 or IS months of this defense effort. and for at least il portion 
of those errors the OPS must assume full responsibility. 


On the other hand, in all of these special operations, the Office of 


P) e Stabilization 1s working In helds alien to its usual activities. 


lor that reason, it is particularly dependent upon guidance and lead 
el p from other mobilization agencies. It is the jadgment of youn 
committee that the OPS hit \ be JUSTIN eriticized for many of the 
errors of commission and omission in this field. but that the blame 
rests at least equally on other mobilization officials for poor coordina 
{ i iis field 
In clos ne, vour con ittee wishes to stress the Importance it attaches 
thre orderly and etfective Operation of the price control program. 
Phe OPS mpmges at so many pomts upon the economy of the Nation 
that it is completely entwined in the fabric of our productive resources 
For that reason, the committee considers a continuing surveillance of 
{ oOperath Of that agen \ ol paramount sioniti ance nm guaran 
o” Ulie it ition of ol COMpelLltive economy and our capitalist 
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larger firms where there are more stable earnings. However, the inability to 
reach the organized capital markets or to obtain outside equity investments neans 
that earnings must remain the principal if not the sole source of expansion, — It 
follows from this observation that high income taxation is likely to be more 
burdensome for small firms than for large It is true that small corporations 


pay slightly lower taxes than do large corporations. However, when businesses 
are paying taxes ranging from 21 to 388 percent of net income, their ability to 
grow through the reinvestment of earnings is substantially lowered. 

In addition, the presently high levels of income taxation plus the 
imposition of excess profits taxes mean that the smaller firm without 
a consistent earning record in the past is able to save little for capital 
expenditures after meeting its tax obligations. 

If profits, then, are not a dependable source of funds for small 
entrepreneurs, what other sources are open? — In the first place, there 
are the commercial banks of the country, but these institutions are 
strictly limited in the amount of money they can lend to business 
and in the terms under which they can make such loans. Secondly, 
there are the money markets where business can sell stock or raise 
funds through a bond issue. Of course, only a limited number of 
small firms are ever successful in such an endeavor, however, for 
studies have shown costs of floating such issues prohibitively high 
even were there an assured market for the issues of a small, unknown 
concern. Finally, there are the insurance companies which hold in 
trust great amounts of investable funds. This source, too, proves 
disappointing to small-business men. Hearings before the Joint 
Committee on the Economie Report elicited the information that 
only three loans to businesses with assets under $500,000 were made 
In 1948S by the 17 largest insurance companies in the Nation which 
hold over $42 billion in assets. 

In his recently published volume entitled “What's Ahead for 
American Business,” Sumner H. Slichter surveyed the small-business 


held and mac the following prediction S; 


Arrangements by which capital is made more readily available to new and 


small enterprises are likely to be developed. Most of the present investment 
s, such as commercial banks, savings banks, or insurance companies, 
serious handicap—they are not free to make oan or an invest- 
ent simply because it promises to be profitable They must put the security 
f their depositors or their policyholders above the pursuit of profit This limits 
their ability to put mone nto new enterprises, no matter how attractive the 
gamble Lhere nee I investment ce pa iit ire reg I TAKE ny 
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das a major finding that “one of the fundamental 
ind medium-size business is more adequate financing. 


one-term credit - needed relative to short tern. Kinaneme 


\ 
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1 1] j 1 

re have been no cha lenges to the general finding that 

( eeneral, and small- and medium-size manufac 


lar. req lire new sources of equity capital. Last vear, 
fore the Senate Banking and Currency Committee 


tbe, then Chairman, Board of Governors, Federal 
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() fe nati lly. ert hn restrictions must be placed on all bus hess, 
large and small. if the United States is to fulfill its tremendous re 
ponsibilities. One of these barriers will inevitably be in the field of 
req where it would be irrational for one seoment of the Gaovern 

e] to tollow a program oT restrict ng industrial expansion fol Ol 
essential items. \ ile another 1s tostering these moves; it would be 

ost erm i! for one iwency to attempt to ¢ heck inflation through 
ndirect controls while another is doling out cheap money to al 
] 

Nonetheless. ther a most legitimate way in which dependable 
oureces of capital ea serve our economy, both for the present and 
tor the future \ uur eommittee has had presented to it numerous 
eases where a small-business concern has heen awarded a m litary 
contract after much expenditure of time and effort on the part of the 
firm, only to find itself stymied by a lack of funds—either short-term 
for the initial del very of materials or long-term for the installation 


of the necess ry machine or piece of equipment, The issues in this 
nstance are so clear-cut. however, that it would appear to be obvious 
me conerete action should be taken to put an end tothem. ‘To 
vitimate financial needs of small busi 
ness arising from defense work are being met by present programs, 
your committee has initiated a staff study of the problem. At this 


timethere are. vdcdition to sual finaneine resources, several extraor- 


ierenry} rhe to what exte) the le 


ivy finaneing aids available 
In addition to actual mil tary product on items, there are many 
ther defer pporting or essential civilian items which retain a 
high prio tv during this quas war period. Small-business men who 
’ oped new products which are now important either to the 
) e] the eivillal ive come Te your committee telling of the I 
ful efforts to meet the demand for their goods by expanding 
Tie productive ¢ ipa ties They have bee restricted through high 
ix evelc wh eh h ive not allowed thre In to plow back thre hecessary 
d to new facilities: neither have thev been able to obtain the 
necessary capital elsewhere to retain thei position in the industry. 


In all too many eases, larger firms, either with or without Govern 
ment aid, have stepped in to take advantage of the pioneering steps 
taken by their smaller competitors. Your committee realizes that 
normal process 1n a rree enterprise system, but it feels that 
the Government must make certau that it never acts In such a man- 
ner as to stack the cards against that seoment of the eeonomv from 
hich should spring the new products and new processes of the vears 
to come. The various lending programs of the Government, its tax 
ws and the program for granting certificates of necessity for rapid 
Lax l rtization, all should be established ancl administered with Aa 
view toward maximizing the opportunities for individual initiative 
and enterprise, ; 
In the first place, the World War ITI regulation V—loan program 
} s heel reinstituted under the eeneral supers 1On of the Kederal 


R } »B mcd ay ladmi fered by tf } t bank r 4] , 
PSK ‘ rc tad qb e private banks of the country. 
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In essence, this program provides a Governme iarantee of loans 
made available for defense production private banking institutions 
on the assuliptron that ( wuaranties I Lilv incren ¢ 
number and amount of s1 loans that private banks are w ne to 
make. It has also been claimed that i. Gaovel ent-backed, but 
privately administered, DI ihn Wo ild illey ite ch ot ie necess ty for 
direct Federal lending programs On the Ist of October 1950 the pro 
gram of private loal to mil iry pros e) 0 wa eed ll whole or 
In part by the military services was aga ! to operation in al 
effort to accelerate and facilitate the trai O oO de e production. 

A survey of the operation of the V-loan program during World 
War IT, written by Susan S. Burr and Elizabeth B. Sette, has recently 
been published by the Federal Reserve Board « that, however 
effective the V-loan may be, 1t dor not ! ( n. COl ite an 
major amount of aid to the ull mar ct I The Feder Re 
serve Board study itself says: 
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ent (Oct. 1, 1950-Novr, 380, 1951) V-loan distribution te 
fe ‘ { r yee) ( fh fed eonce x) 
\ \ 
0) j i Vi yo S ‘ / 
/ 1 co ) 
of the World War II figures with the present 
for two reasot In the first place, there was fron 
reporting on loans with the borrowers classified by 
s anda secondly Live ley fiention by total asset 
eaningless by at explicable change in categories. 
lassifications in the earlier study, only two are dup! 
{ table Nonet] le Vo 0 } Tte¢ disap 
il n with assets 1 er 850.000 received ly perce) 
OVriZe (ill O Wor ad Waa II | \ dollay Virb 
t of all funds authorized, while these small firm 
y D4 percent of the number and | percent of the 
period Kv more meal oful perhap t he 
issets under SHOO.000 (which, incidentally, is the 
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ill World Wa 


en “small” and “medium” 


t If V-loans representing 


| funds authorized. For the first 14 months of 
effort, | than half or only 46.5 percent of all 
ercent of all dollar value has gone to firms wit] 

oO feel these Oli ire even more sobering 

r We | War TT demonstrated that by faa 
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they had covered only the Hirst 2 years oO} ne progvran 
the entire 4-year pet od. 

The committee recognizes. however. that 1 \ ye prog 
probably little more tha l rect lina ! 
that IS, V loans are oranted o y to th - ric ‘ etenst ‘ rl 


and the smaller the ire of the defense dollar received by the small. 
independent firms, the smaller will be their percentage of V-loa 
eredits. On the other hand, the V-loan prog: often bee old 
as a means OF alaing ! nes Gurile ir miok iti 
period, The data collected lL eollated 1 {17 ow only t} eou 
lation V loal s vo to tlie ( a { ore ile ctent 
than to the small cor 
(mong the ot el prog ! r\ P¢ f ed To C 

businesses in responding to t pecial pressure o from e ce 
tense effort are the section : ' These direct Ge ent loa 


were administered by the Defense Production \ad histration unt 


August 31, 1951. at which th the actual operat of the prograt 
was transferred to the Reconstruction kf nce Cort on. althoug 


the DPA still issued certificates of essentialtv o \ } ie REC was 
to base its decision. While the program wa er the control of the 
DPA, 60 direct loans totaling ~ t Wi ddye vere thorized: fron 
September 1 of this vear throu Novel e] the REC approved 
do additional certificates for loans in the amount of S74.8 million 


be 
Your committee has not beet ible to deter ne the DPA ryeat 


proportion of these section 302 loa Is grant Os) companies 
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emergency. Nonetheless. vour committee feels that the armed services 
} elit well make il full investigation of the past record and the pres 
ent potentialities of such payments and determine upon a consistent 
policy on their use. 

The five programs outlined above are presently in operation or are 
ibout to get under way, but all five of them are directly related to the 
defense side of our economy. So long as we are to continue mn this 
twilight zone of partial mobilization, however, normal peacetime prob 
lems will also continue to plague the small entrepreneur. As a matter 
of fact. many of his principal obstacles will be heightened consider 
ably during such a period, as has been outlined in this and other se 
tions of the report. For that reason, your committee does not wish to 
Col fine itself completely to those problems which are directly COl 
nected with the rearmament effort. for it feels that other and equally 
erucial areas might be overlooked with serious results. 

()ne approach which gives great promise as at least a parti tl allevia 
tive to the financing problems of small business appears to your com 
mittee to be the establishment of a system of capital banks. While 
the committee has not studied this proposal sufliciently to present it 
Cl rrently as a recommendation to the Senate, it does feel that such a 
Cucty should take high precedence 11) the committee’s program for the 
coming vear. Quite naturally, some objections may be found at the 
present time which arise from the fact that the Nation is involved in 
a tremendous military rebuilding which must take precedence over 
all else, but the preparation of legislation for introduction at the ap 
propriate time to deal WW ith a segment of the sm ill business fin mem ) 


} 


roblem is certainly in order at any time. 


Following its study of the role of small busine Ink OUP eCOnOMY, 
. h , : ‘ 
fhe Committee To Is OnOoMm1C I) velopment ca le ror the estab] =}) 
fos nimhber { } } ban] | ly wy ld } ‘ ! le f 
! i wer OL ¢ pital Wa nv : 4 Liidh be l “Uupprement Lo 
] : ] ss a ] | , 
e! banking Tacilitie and would be largely under the ontrol of 
1) ite enterp e, These banks wv ild have as then purpose the pro 
ding of capital loans and equity capital to small business, a field 
1 1 1 } “hee 
1} , commercial banks are irgely precituded at the present 
t 
] rpc) ’ +} , » sa : es ! } 1 : ' 
ANG 1L10 UEnNOrIzINg these Ca] ll DaAnKS Nas deel hntroduced 
both Houses of Congress during the past 5 or 4+ year . but none of 
c , lo } ca 
the peciil proposals nas aS vet ren hed the floor. Tn testifving hye 


Pore t | e Sehate Baa ki uy and Curre) Cy ( ommiuttee On one of thie <4 
qauring the past vear, Senatol Joseph (YMahoney said: 


= i 
[hye { f small-business financing t Lil least adequately cared 
n the long run has the most crucia plications for the Americar 
om s the supply i the more permanent or venture capital for small, iz 
dependent enterprises :. B credit no substitute for direct invest 
nent of individual savings in spe I b ‘ ve ures, which in the last analvsis 
ning to the « meeptl fan economy I -enterpr se 
* * 
With the drying up of forme ources of individual equity capital, expansion 
<1 ‘ firm's permanen ets will increasingly have to depend upor 
\ f fii he busiz to be repaid n future earnings over al 
xtended pe d 
* % * + 
A system of capital banks along the lines here described would appear on 
face to have potentialities for small-business financing on a far broader front 


than is possible with the volunteer corporations that have been discussed 


and it would not invade to any major degree the area of venture capital to which 
their activities contribute 
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pit De 
which would be under the o eral super ST f the Bo rad and 
would be opt rated \ \ ich] t to revuial Ik noe 

This. then, is no OHOCc last hotion, Dut Wel he 
proposition which seems merely to req more ‘ ittention to 
those details which remain to be rked out. 

Dake hin combination with a irvev on the spe i tnx nroblems rt 
mall business, a study of their financing requirement enld con 
miost helpful to the Nation’ cependent busine You nimiitt 
Nn any such endeavor. would natu lly work most loselyv wit th, 
other agencies of the Government which are concerned with some 


facet of the subject. It would not only utilize the past data ylleeted 
and collated by such committee Wd age es as the Bankine and 
Currency Committees of the two Houses, the Joint Committee on the 
Economic Report, the Small Defense Plants Adm tration. the F 
eral Reserve Board, and the Department of Commerce, but it would 
also strive to coordinate the continuing activit of those grou] 
this field. 

Testifying last year in favor of proposed business legislat 


Secretary of Commerce Charles sawyer said: 


In short, there is an institutior gap il ir f ( It is not 
Hecessarils the fauit of i one b tint | . ePSSeES I } ray 
deprives the economy of the \ , t 9 
small businesses ind it depr ‘ t tir stity 3 4 e outlets 
for their funds that such bolstered si ! eS CO 11 


: s 1] 

Your committee Ss obliaation ! atalo@mg mia edvine the 
1 

| 


} } . 
i DOUSTNeSS eTTAall y éencon ~~ ce ry)? ( =} V\¢ Vo! 


} roblems of sma 
in the field of finance. 





CHAPTER VI 
TAX PROBLEMS OF SMALL BUSINESS 


In this chapter, your committee reviews the impact in 1951 of income 
and excess-profits taxes on small new and frow lng corporat ions. Spe- 
cial consideration has been elven to specific aspects of the excess 
profits tax of 1950 and its 1951 amendments. Generally, however, 
the current tax problems of small corporations are an intensification 
of the consequences of recognized shortcomings in our tax structure 
and ot disadvantages which accrue under the tax laws to small cor 
porations largely by reason of their size. 

Your committee has long heen aware of the necessity for more 
closely examining the effects of taxation on small business and for 
offering concrete proposals to minimize the dislocating effects of taxes 
on our economy. To these ends a Subcommittee on Taxation of your 
committee was appointed, headed by Senator Robert C. Hendrickson 
of New Jersey. A solid contribution to a sound tax policy for small 
business has already been made through the committee’s support of 
proposals to ease the burden of corporate taxes on small new com- 
panies formed subsequent to January 1, 1946. The proposals, in large 
measure, are now part of the Revenue Act of 1951. 

It is to the credit of the small-business community that in 1951 it 
was preoceupied largel LV by the » findin ny of \ Ways anda means to continue 
the greatest possible degree of civilian production and to enter into 
the production of materials and services for the national defense. It 
is to be expected that this self-generated drive to produce and to com- 
pete will continue to be the major characteristic of businessmen, both 
large and small. However, it is also to be expected that the impact 
of taxes in the next year will be an increasingly influential factor in 
managerial decisions dealing with the survival or liquidation of many 
small enterprises. 

It will be necessary in 1952 to follow most closely the impact of 
emergency taxes coupled with the control provisions of the Defense 
Production Act of 1950, as amended, on the ability and the will 
many small concerns to enter into business, to survive, and to grow. 
As more virulent reactions deve lop to the 1952 level of taxes, it can 
be reasonably anticipated that your committee will need to do all i 
its power to assist in the development of measures for the tax re lief 
of small business. Its proposals will be made to the end that, in as 
large a measure as possible, small business will be preserved and in 
creased as a stabilizing factor in our industrial and political economy 
and as an indispensable contributor to the essential civilian and de 
fense production of the Nation. 

EMERGENCY Tax LEVELS 

One of the most serious problems facing every businessman today 

is the burden of taxation. All businesses, both large and small, are 
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fully conscious of the amount oft taxes paid out ot each dollaa oO} 


rhe 5S lmMcome. Lhe situation as LOD] closes IS more serious because 


f the indeterminate outlook than it was during any time of World 


Phe comparative levels of the tax burdens may be understood most 
ren ily n terms oft relationships to taxable income. Before World 
War Il, corporate taxes amounted to only about $1 in 87 of taxable 
ome. Din Ine the war, the corporate income tax reached the level 
of SZ in Sd of Income plus a substantial excess profits tax. ‘Today, the 
corporate-lncome tax takes more than half of corporate net income 
ind when combined with the e xcess-profits tax may f ike as much as 
Si out of every S10 of corporate Income. P ersonal taxes are highe 
than during the war period and today take 82 out of 85 at the 810,000 
level, S2 out of $3 at the $25,000 level, and $9 out of $10 at the $100,000 
level. 

Pax levels such as these are serious for business generally in that 

lev restrict the capacity to grow through internal sources and reduce 
both the Capacity and willingness of investors to invest in new enter 
prises. ‘This is especially serious for the smaller businesses because 
uch concerns usually do not have the compe nsatory advantages which 

re frequently associated with large size. The smaller concerns cannot 
Duy as f: ivorably or getas long credit terms or low interest rates as thei 

are r competitors. Their ability to ad tpt themselves to ch; anging con 
ditions, such as those dictated by the present warlike circumstances 
is much less adequate than is true for the larger businesses. With taxes 

taking about 28 percent of national income and with something more 
than 77 percent of all taxes bet ne Federal taxes, it 1s not surprisi Oo 
hat t] e Congress hears constantly about the tax problems of businesses, 
particularly small business. Nor is it surprising that small-business 
mer frequenth associate their troubles with matters of taxation. 

With tax levels such as now prevail, it is rte difficult to do 
much in the way of material relief from the burdens and problems 
of taxation as they bear upon small businesses. In the last analysis, 
anv in aport int reduction in the tax burden can result only from re due 

ons in Government expenditures. That this is difficult to do may be 
iemon trated by a quick look al the ap propriations for t he current 
fiscal year. Tlere we find that defense agencies and activities, including 
the Mutual Security Program, take 87 cents of the budget dollar, 
while all nondefense agencies and activities take but 13 cents. It 
lmost impossible to make any significant elles tion in taxes until the 
lay comes when the cost for defense or payments on past wars ca 
be redueed. 

his does not mean that there is no room o adjustment in the tax 
ystem to obtain greater equity for small business, particularly for 
new business. or as those whi ch have Tea ited unusual ¢ pacity 
for growth. There have been many proposals along these lines. This 
committee has viven active sup port to thos eC pr pos sals whi ( hh will keep 
the eeonomy in an active and healthy condi ition throu oh encouraging 
the formation of new firms or the expansion of those growing firms 
which have demonstrated their capacity to serve as a leavenine agent 


nthe economy. The possibilities of constructive tax action along these 
lines may be better appreciated by a quick review of the corporate tax 
tructure as it has evolved since the close of World War II down to 
the end of 1951. 
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Tax DrvVeLoPpMENTS 


At the close ot Wo li 


War IT, the corporate-tax structure was | 


posed of two tare S. tive ‘Orpol ile nceome and exc ronts taXes, | ( 
orporate hevl-lhcome tuX \ li ect at ' ombined orn mai rt Xx 
rate of 40 percent on corporations generally. There wa Licht erad 
ation of incomes under $25,000 and a “notch” prov on Ww re 
eressively removed this benefit on mcomes et wee S25 OO na SHO. 


OUU, where the full rate became effect Ve ol il] l Copiye The exces 


profits tax was levied for t vears 1944 and 1! it rate of 9 
percent on excess profits tax ome wit] 1 spe ce exemptiol ot 
$10,000. The taxpayers had the option of taking, as a credit against 
income, oto percent of nvested capital, including retained earnings, 
and half of bonded indebtedness. or an earned me credit of 95 


percent of average profits In the 4 years from 1956 to 1939. Since the 
base period contained years of rel 


two-thirds of the corporations elected the invested-capital credit basis, 


at vely low earn! vs, approximately 
which for small businesses was 8 percent of invested capital. 

The law permitted ad Carry-over, Carry baek of un ised eXCess profits 
tax credits. It also provided for a postwar credit of 10 percent of 
eXCeSS profits taxes paid, reduen uv the effe tive rate to Sod.5 percent. 
This Was intended tO assist in the fi) LncinhYe of reconversion., The cor- 
porate Income tax and excess profits tax were eparately con puted, 
with the excess-profits tax deducted from net come before the com 


putation of normal Income taxes, Phe law ineluded relief provisions, 
generally referred to as “section T2v relief.” Phis provided for ap 
peals by individual ecompanie tO} Ld) Sf ent of ba pel ods where 
abnormalities, change ! produ or service neren pacity, and 
so forth. could be shown. Pho unds of Cast ere filed under this 
section, which was Pele rally held by businessm«e to Oe ded te 
and the established proeedi Insatisfactor Sect (21 of t 

same act prov ded for the reallo in of Inco) } rmalitie I 


taxable year. 
While the mayOrity ot thr 1 | Ory ito were ext mt tre ) 
eXcess profits Lax bee use OF thes 4 \) spec fie eCXeCnIpLiol ta | not 


take a very substant al degree of success before capacity to erow was 
limited by the 95-percent rate of tl eXCeSs-prolhits tax. 

In the Revenue Act of 1945 the co porate-income tax for years he 
ginning after December 31, 1945, was reduced to a combined rate of 


oS percent. Phe excess-profits tax was repealed, a tl the 10 percent 
excess profit tax credit was made etfective for the year 1945. During 


the vears following 1945, the right to carry back losses proved ex 


tremely Important to those businesses which were faced with substan 
tial reconversion problems due to mate! als shortages o1 other causes. 
No substantial changes in the t 1X Stl cture took place ntil 1950. The 
year 1950 might be characterized as “the vy , lls.’ 
The Revenue Act of 1950 had passed the I 


tax-reduetion and loophole pli COTO bill There had been cons ie] 
able agitation to repeal the eX se taxes as ha | been promised at the 


time of the original enactment in 1942 on the grounds that most of 


them, and especially the so-called luxury taxes levied at the retail 
level, had been restrictive to small business. H wwever, while 
was under discussion in the Senate, the Korean incident occurre An 


11i¢ reased need for funds Wal obviou - aS a result. eXISLING eX¢ es 


‘| 
l. 
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were continued or increased. Technical changes for loophole- plug: 
ging purposes were enacted, and both personal- and corporate-tax 
rates increased. 

An action of considerable importance to many small businesses was 
the elimination of the so-called notch provision which had levied a 
higher marginal rate between $25,000 and_ $50,000 than was levied 
upon any other rate of cor porate income. The combined normal and 
surtax rate of : = percent on corporations was increased to 42 percent 
for 1950 and 45 percent for 1951, later 47 percent. Since the law 
provided an exe iene of $25 000 from the surtax rate of 20 percent, 
it had the effect of graduating and appreciably reducing the taxes 
on all corporations under about $500,000 in net income. ‘The law also 
provided for a transition from a four-payment system on corporate 
taxes to two payments to be made in the third and sixth month fol- 
lowing the fiscal year. As originally proposed, the speed-up would 
have been a real hardship to many small, underfinanced corporations. 
As passed, 5 years were given to complete the transition and it is 
important chiefly as an indication of the emphasis upon taxing busi- 
nesses in the corporate form rather than concentrating upon the 
taxation of individuals. 

Another action of considerable importance to small concerns was 
a change in the carry-back and carry-over provision for net operating 
losses. Forme rly, concerns could caii y back their losses for 2 years 
and forward for two years giving a five-year period for averaging of 
income. As amended in 1950, the carry-back is limited to 1 year but 
the carry-over is increased to five. This provides a 7-year period for 
averaging of income. Since the averaging is in the future rather 
than the past, it represents a concession to new concerns and normally 
would have been something of an incentive to investment in new 
enterprises. 


Tne Excess Prortrs Tax Act or 1950 


The Excess Frofits Tax Act of 1950 increased the corporate net 
income tax from 45 to 47 percent and levied an excess profits tax of 
30 percent on excess profits net income as de fined. In the over-all, 
it retained the outstanding feature of the taxpayer’s choice of a credit 
based upon either average earnings or invested capital. Especial 
attention was given to the ual itude of problems inherent in the choice 
of the base period affecting the average earnings credit. The Excess 
Protits Tax Act of 1950 departed from the World War IT act in three 
very important respects: It was integrated with the corporate income 
tax; “automatic relief” provisions were substituted for individual 
appeals; and a minimum credit replaced the specific exemption. 

In general, under the 1950 act excess profits net income is net income 
less an excess profits tax credit based on either base period earnings 
or invested capital. The earnings credit was 85 percent of average 
earnings of the three best years in the base period 1946 to 1949, inelu- 
sive, pius 1Y pe reent t of the amount of ine rease in cap ti al during the 
last 2 years of the base period, plus 12 percent of the amount of net 
increase in capital after the pene period or minus 12 percent of the 
amount of any net reduction in capital after the base period. The 
invested capital basis was fairly liberal in that 12 percent of the first 
$5 million of equity capital, plus retained earnings, plus 75 percent of 
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borrowed capital could be deducted as a credit. Ten percent of the 
second $5 million was permitted and 8 percent of all invested capital 
over $10 million. A minimum credit of $25,000 was provided which 
has the effect of eliminating fully two-thirds of all cor porations with- 
out resulting in the degree of revenue loss which would have been 
experienced from a special credit available to all corporations. 


l 


The principal difficulty with an v excess-profits-tax law is the pro- 


vision of equitable treatment to those individual concerns formed 
subsequent to the beginning of the base period and those whose base 
periods were abnormal! In some respect or whose present conditions 
because of changed products, increased capacity, or other factors bear 
little or no relationship to the design ated base period. ‘The 1950 
law made provision for “automatic” adj istments for abnormalities, 
whereby qualified taxpayers were presented with alternative methods 
of computing their base period credit. Alternative bases were also 
provided for growing and for new corporations. Probably the most 
important from the point of view of maintaining a dynamic and ex- 
panding economy are the provisions which offer protection for new and 
growing businesses. Any tax law which operates to prevent the forma- 
tion of new businesses or arb trarily prevents the crowth of those con- 
cerns which offer the greatest promise to the economy is prima facie 
a bad law. 

The act provided for alternative credits for OTOW h corporations 
which had begun business before 1946. To be eligible for these pro 


visions, corporations were requ red to have assets of less than $20 


million and to have experienced certain growth in payroll or gross 
receipts during the base period or to have developed new types of 
products. If a corporation was under SZO m 


payroll in the last half of the base perl 


lion in size and if the 


od was 130 percent or more of 
the first half, or the eross re pts of the last ] lf of the base period 
were 150 percent or more than in the first half, the corporation would 
be eligible on the basis of size and growth. On the other hand, with- 


out regard to size, if it had WV] 
months of 1950 multiplied by two equaled or exceeded 150 percent of 


average sales in the vears 1946 and 1947. ind 40 percent of its 1950 
sales came from new product ot generally available before 1946, and 


» 1 ° ( , ; | + 
the net sales ot products ! did not exceed, ovo percel oft the net 


sales of such products n 1949, the compa v was el oO le for pec | 
treatment. In either of the foregoing the corpo n was 
treated as a growing concer! d permitted several alternatice methods 
of computing its excess-profits-tax credit. 

On the other hand, a business beginning after Jat lary 1, 1946, was 
rated as a new corporation and its average base period income was to 
be computed under a formula ng the average base period rate of 
return for its industry classification. This meant the application of 
the average base period rate of r¢ ! is com ted by e Bure l of 


1 


Internal Revenue, for the industry in which the corporation would be 


classified. to the taxpayer's total assets. While the special provisions 
for growing and new corporations were intended to avoid serious or 
° e . ; ] 4 + ‘ ] } 

inequitable restrictions as a result of the excess profits tax, 11 cdoubt- 


ful if all was done that was possible or that the combined impact of 
increased corporate income rates ind the new tax was adeq itely recog- 
nized although an over-all or ceiling rate of 62 percent was placed on 
the taxation of corpo! ite income 
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Tur Revenve Acr or 1951 


Phe Revenue Act of 1951 increased the corporate Income tax to 


34 percent for 1951 and to 52 2 percent for vears following 1951. It 
] 


} 


’ ; 
aiso mace Changes | 


hn the excess sp profit tax of considera| le significance 
to small business. T hee xeess profits tax was ¢hanged to 18 percent of 


excess profits net income or 30 percent of adjusted excess profits net 
income (the excess profit s net income after deduction of excess profits 
credit and any unused eredits carried forward from other years). In 
other words, for future vears, the maximum tax on Corpor tions is 
| laced at TO ps reent with alternatives which will ope rate to reduce the 
taxes somewhat below that level for most companies. 

(){ oreat miportance to new and CTOW ING opr are certain 
amendments in the excess profits tax supported by this committee so 
as to encourage the formation and ore wth of business ente ‘rpl ise in this 
difficult period. For new companies excess-profits-tax ceilings have 
been established on the first $300,000 of excess profits net income by 
the 1951 amendments at 5 percent for the first vear, 5 percent in the 
second year, 5 percent 1m the third year, 11 percent in the fourth year 
and 14 percent in the fifth vear of their economic existence. The 
cell go rates on income in exeess of S3CO0.000 are somewhat higher, 
This means that a company earning $100,000 operates under a ceiling 
of a combined income tax and excess profits tax of 5114 percent in 
its first 2 vears of existence and rising gradually to 6014 percent in 
the fifth year. The ceiling rates were made retroactive to tax years 
ending after June 30, 1950. Maximum rates such as these will limit 
the growth of new businesses but not as severely as the regular 70 
percent ceiling would do. The growth formula permitted i In the 1950 
ict for companies formed prior to the base period was made available 


Lo ¢ OMipahtes organ zed dur a the LO46—49 period, Changes oft 
@] hportance were made to eas the tax On COMpantles whose 
levelopment or present condition was not adequately reflected in 


vs. These 1h luded aun alternative period ot adjust 


-] lt and more beral treatment of changes 
product or service and, for pre-1946 corporations, of increases in 
cnpaceity The excess-profits-tax credit of new corporations, when 


rured by applying the industry rate to increases in equity capital 
nd 75 percent of increases of its borrowed capital, was stained 4 


nelude 100 percent ot borrowed capital less interest on fetacnas 
rit ] 
Current Tax Propiems 
What is tne particular significance of the genera! level of taxation 
In 1951 over the high level of 1949? Chiefly, it is the adequacy of the 
selected tax measures to raise necessary revenue, to retard iS hation, 
nd to avoid interference with an accelerated economic orowth. In 


view of the indeterminate period of « mergency, it is of great conse- 
quence that the long run effects ot the emergency meastres be COon- 
te with the goal of industrial expansion to pe ‘rmit a healthy bal- 


anca 


e between the civilian econo ry and its military counterpart, Fur- 
thermore. because of t 


he long-run imp ylications of the eme rgency, it , 
mportant that the distribution of the added burden be as Impartial ¢ 
conditions permit, not only among the several sources of revenue sae 
among the eleme hts ot e ich source. 
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In recent years, income taxes have been increa 


it device to compensate for the disparate ité of growth of Crovel 


ment expenditure ind the economy. 
In 1940, Federal net budget ecelpts amounted to 85.3 billion, wit 


Income Taxes ¢ I SY. ] hy 1] a) wWcounting tO] rbot | t reent. | Xe 
On corporate mMmcome nm the amount of Si.1 b ( ere v2 percent of 
the net rece | ts [) 19-4), hneome taxes represt if i t 1) t ert 
of the 838.2 billion of net ts. th corporations provi 
1) percent of the total ( | thi ' } S111 
(the Reve) ue Let ot 19 Thre | K'4 }? ont i e A { {) cl ft 
Reven ie Lect of Dol) ire I Pte re ( ( 
national 1 ome. an aaaitye Slo. hic ‘ i] ef] 
tive More than 90 pe t ot ( ‘ 

come from imcome and ( it j 1 
oT the merense Lit tf SS ( ) ( | 
1952 if is expected that ( exc yr" ( 
about SO percent of net yer ( } ( { flo "¢ ( 
i949 and }O) (esti ti ‘ ‘ { ‘ 4 4 
dependence on corporate tax 0 
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the sentiment of your committee in respect to the reconciliation of 
adequate taxation and expanding production : 

Is this, then, a time to freeze the status quo or is it a time when we need 
all the new development and progress we can possibly muster? Should we place 
a ceiling on American industry or should we be eager to expand our productivity, 
increase our national income, and add the strength of new products and new 
discoveries to our economic sinews? 

In its present form * * the Excess Profits Tax Act of 1950 contains in 
equities which literally threaten to lower an iron curtain on the frontier of 
American industry. 

A dynamic growth formula should be inserted to permit and, indeed, to en- 
courage the continuation of expansion of our industrial community. 


INTENSIFICATION OF TAX PROBLEMS 


It is scarcely necessary to reiterate the obvious that higher levels 
of taxation intensify the tax problems of business. However, it is 
Important to recognize that increases in the general tax level intensify 
the tax problems of small business in a greater degree than is the case 
for its larger compet itors. 

To see clearly the important ways in which small corporations are 
particularly affected by Federal taxes, it is advisable to review briefly 
some of the characteristic problems of small concerns. Chief among 
these are restricted sources of financing, managerial difficulties in- 
cluding tax complhance, and the limitations imposed by the size and 
scope of their operations compared with those of larger competitors. 

In addition, the incomes of small companies generally fluctuate more 
speedily over a W ider range than do the incomes ot lare r corporations. 
This fluctuation mitigates against the average earnings base concept 
of the excess-profits tax and the averaging out of income which is so 
important in avoiding the penalties of entry into high marginal rate 
areas. Other advantages of stable earnings in the planning and con- 
duct of a business are too well-known to require their repetition. 

[t has also been held with apparent justification that many small 


f 


enterprises because of their character and competitive position are 
unable to “pass on” their taxes in the same degree as larger companies. 


This has been expressed by one small-business man, as follows: 

New growing simall corporations need good share earnings to take 
care f increased needs as growth progresses ’ . . New corporations can- 
! j nerease their percentage of gross profit so that net after taxes is still 
substanti and sufficient * Large corporations can and have done so 
by policy of passing on increased tax cost to consumer * * * New small cor- 
porations are governed by competitive factors and cannot charge all traffic will 
bear in order to offset increased taxes 1 ‘+ © 


It is noticeable that most problems of small business do not stem di- 
rectly from the tax laws, but are disadvantages of small size which are 
indirectly intensified to matters of economic inportance by the uneven 
Impact of a reasonably neutral tax structure. 

Of the same general character are other disadvantages, generally 
called tax disadvantages, of small concerns. Their dealings with the 
Bureau of Internal Revenue are apt to be more onerous as reflected in 
the following case: 

* * * T would like to report that the Bureau of Internal Revenue has di- 


rected me to capitalize the molds we purchase for a period of 8 years, instead 
of writing them off as we have been doing for the past 17 years. 





~ 
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Although we objected most strenuously to this directive, I was unable to re- 
ceive any relief, and I therefore pa the additional taxes involved for the year 
1949 (under protest), to avoid the penalties and interest 

I am continuing my conversation on the s bject with number of representa- 
tives of several departments of the Bureau of Internal Revenue, but so far have 
received no encouragement 


Of course, as you know, there f any molds w h do not have a 3-year life, 
and some even less than 1 year, and as it is a practiea np ility to foretell 
the life of a mold when purchased, tl decision is most unfair and unjust 


There is the inability of small corporations to a | themselves of 
provisions of the Internal Revenue Code which frequently can be 
favorably realized t] rough specialize d tax counsel. the oreater tax 
flexibility of multiple-unit organizations, and the legal niceties of 
stock ownership and effective control. 


Among such disadvar tages of small business ne are penalty con- 
siderations attaching to self-determinations by the taxpayer with 
respect to “reasonable” compensation and “propel umulations of 

; ; 


surplus” earnings. The possibilities of penalties under section 102 
of the code for ‘ ‘Improper accumulations of surplus” are specially 
worrisome. Despite some relief in 1951 in the rate of penalties, the 
psychological factor is still grea Among the considerations facing 
the small taxpayer are the following: the rising costs of plant and 
equipment replacements; a competitive advantages of ap vital invest- 
ments granted acceler ated amortization under the provisions of sec- 
tion 124A; the increasing need for working capit i] to finance larger 


volumes of senduction necessary to achieve a break-even point in an 
inflationary economy and with emergency taxes Imposed on earn nes. 


While earnings retained in the business are the lifeblood of small con- 
cerns, there remains considerable uncertainty To! t} ! all business 
man as to when retained earnines become imprope umulations 
under the law and regulations. 

There are also lesser possibilities for small concé to avail them- 
selves of the most advat Ctageous treatment. tax' G4 research and 
development expenses and ce plet illowances (tlie tax advan 
tages, restricted lara ly to the large) corporatio 2 ude consol 
dated returns, pension trusts, and tax-free reorgar t possibilities 
In our opinion the contin ne effort t » leg late c Dus f these 
privileges points out the Importance of their bens ind the dis 
advantage of small concerns. 

It is worth while, too, since this report relates to small corporations, 
to recall the importance of the degree of separation of ownership and 
management which is present in most larger companies as compared 


with the unification of thes nterest in the ise of many small cor- 
porations. Inthe small closely held corporations, new light is ee 
on the fallacy of the “painless extraction” of taxes from corporation 
because frequently, and importantly, the imterrelationship ok “aa 
effects upon, labor, management, an dd ownership can be observed in 
the personal light of a few persons assor ‘ated ina small enterprise. 

To return briefly to major considerations, three major characteris 
tics—financing, tax management, and management generally—will be 
reviewed. 

First among small-business characteristics which are extremely 
sensitive to high and rising levels of taxation is the need of new and 
established small businesses for additional funds for growth and 
expansion. This problem has already been treated at length so that 
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it need only he re peated here that there are only two sources of im- 
portance to the equity financing of small concerns: (1) Investors with 
close personal or community interest, and (2) the retained earnings 
ol the business itself. Disposition of the business earnings ia easily 
Dring into conflict the stockholders’ interests as indi iluals, investors, 
and managers, 
The disproportionate rise in the investment risks of small « ompanies 
Creases in taxation has heel fully explored in humerous au 
ioritative st ides, ws have the difficulties of internal final eine, lt 


flicient to comment here that the reluctance of casual investors to 


finance the expansion of small, new, and growing enterprises is 
itched in large degree by the apathy of n ny private Institutions 
iking loans to sustain the operations of such concerns over the 

els VY period needed for their erowth under hieh tax levels This 
which has been frequently re] orted to your committee, can 


essed in the words of one small manufacture) 


Vo banke nd very few risk investors will put money into a small-risk business 
} S | S ‘ of 1 rl ts the actual 
\ nts whe m Buildings and equip- 
ech on today’s market to allow companies to grow nor- 
c g ee } da ewly won positions by slapping a 
1{ ¢ { t x } } ( ) Vlizn or mss¢ 
; : 7 ; . 
| ( ! Onc ( tt hed for small econeerns by in- 
oO f OF taXatilol ire lisndvantages of tax management mn 
Wiziy ix “opport es ixation, even before the reintrodue 
- i 
ti ol re prohits tax, has been a steadily mereasing maze of 
' : ! 1 
( rinrt ade IS, li - of too much to sav that 
: “ : P 
\ Tt mended to meet 1 e Ccharienge Ot the protes 
} 
} @} slit Ol e) ent Conse juently, 
ore 
j i eC] ! ) Ol ¢ COn WM) lO whel 
1, } 
? ) j Vy 1 ( | 1] pe i] “SICH AS 
' , 
I Scents ¢ { ( f ws dollar, place any 
ny \ ( rt ! ition and specialization mn 
} } » I 
if} ttl { l . { | i advantas Both the poss 
, } ; natal oat | 
\ ror and ‘ rs } { are aisproportionately i reaASeE 
1 | a ; { Ey ‘ 
i = the compreniftr1es a i rate of taxation are aug 
t t I 
} , ’ : ; . s 7 
\ factor accentuated by ioh | vels of taxation may be of even 
Oo} ter import { it this particular moment than those alreadv noted. 
I iq { { : ] } ; , . 
Phi ence of taxation upon managerial decisions introduces a 
1 mut Trea tiv negiected Tactor 1 the operations of small en 


terpl s, \dequate DrovVIslO or reserves Tor taxes is about the ex- 
tent of the recognition of their tax problem by many small-business 


managers and owners, ihe impact on management of the new level 
: : — : . 
oT corporn raNXxes, owever, CQO?) tantly Ih evidence Wh the financial 
} ees ! the proceedings of prot OhHal ASSOCLATIONS, Phe report of 
( } it1o rou! 1 tha 
( ( der I be involved whenever corporate management 
1 { o l Olle ecision, whether to increase wages, in 
ension ] enlarge inventory, expand or contract sales, borrow 
. 1 1° ° . 
I: riner comment on the possibilities ot effective evaluation Ot these 
oO} derations by the average ownher-man vec or closely held smal] 


orporation, already involved in em reeney problems, IS unnecessary, 
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The excess-profits tax introduces still another problem for man 


agement. A recent evaluation of the excess-profits tax holds that 
the excess profits tax is nota burden but a bsidy for established and 
profitable companies. It is stated that the tax provides 

cheap dollars to the profitable ! estublished } if ( 
pany is hot in excess | fits { Ve hh ¢ hnings 2 W I it 
quate capital it Ne disadvantage 

The compound he of compiexities Of mana | e ponsib ity ; 
again revealed in the scope of managerial discret held to be af 
fected by the exces profits trun These are Li a OuntIne al cl cor 
trol, (2 production, marketing, (4) personnel, and (95) « pital 
structure and investment. Certainly the excess-profits tax should 
hot prov de an area of taxatio which pe ul u idapted to ex 
ploitation by the profitabl md established comp developing 


CompelLitive advantage ho fhe postemergeney ( ) Nevertheless 


etitive oa ns?” there evidence that t - the case to some deoree. 
\ small manufacturer in a post ir vrowth lustrv. which beean te 
expand rapidly im 1949, writ 


This problenr of profits taxe getting mor ey v. We now 


i 





have a case in Point in ¢ 0 ) hes t t ene ts tax work 
ing a hardship on us and is alloy e irge, we atior ha 
hich “normal profit’) to step it nufacture of « ! heet nd take 
advantage of our ground w De e of tl est fit X we ure able 
to maintain the promotional pace ( peti ve y e gained by ag 
gressive techniques and go wines y Furtl ( | present profits 
taxes do not allow us enoug! ft over exe t \ ' ements in out 
process, whereas the larger com] ’ hie ct ef me can pou 
the money into research and de pm ni rovements , bly foree 
us out of business . 
SMaue Business AND Excess-P1 rs LAXES 

Generally, an excess-profits tax imposes disadvantages upon subject 
small concerns I part i ( sadvahitages re & ire ivegrava 
tion of the uneven Impact of 1 ditional co x structure 
and in part they are pee we to the nature of a uttempt to define 
and tax excess profits. In the first category, of course, is the for 
midable check an excess-prolit ix places on the retention of earnings 
fo. rking-capital purpose d tor reinvestment in the growth o1 
eXpul on of the business his been expre ead to vour committee 
“as follows: 

Our company in third year and paying GO peré Xt Ne fter taxes too 
small to meet working capital and 1 al ex ! t es lwo det 
larger companies now ent Zz ce we ef cemand W 
expansion. Cannot build vy cash re es v h ge busine pt ce demand 
and therefore const begging 1 

In the second category are such faets that earning the case of 
many small enterprises Will geressive management, are less a co 
efficient of invested capital tl personal initiative and exertion. 
Then, too, there are thre } int iar Lith ulties of defi o the excess 
profits of new or growing corporations without “average base-period 


earnings, or those With at onl Dase pel ods. or those w t| Hew 
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products or processes or factors of growth in the development stage 
during the yardstick period. There is also the deprivation of the ad- 
vantages of the corporate form of business organization for many 
enterprises because of the impact of the excess-profits tax. This, of 
course, could also result from maladjustment of corporate and indi- 
vidual income-tax rates, but to date it has been a condition following 
upon the levying of an excess-profits tax. Between 1940 and 1945 the 
number of corporations decreased by 11 percent, while partnerships 
increased over 90 percent. This indicates clearly that there was an 
undue influence of taxes upon the selection of the form of business 
organization under the World War II excess-profits tax. 

Our experience with the Excess Profits Tax Act of 1950 has been 
too brief for more than its most obvious inequities in respect to small 
companies to become apparent. However, Senator Hendrickson, of 
your committee, was moved to say on the Senate floor: 

The fact is that our excess-profits-tax law—theoretically an emergency wartime 
measure—is having its fullest effect on the newest and smallest companies in 
the country and is literally killing off our next generation of dynamic industry. 

It is retarding the growth of the postwar generation of new companies to the 
extent that few of them can survive to be teen-agers, and those who do will be 
stunted cripples compared to what their normal growth should have been. 

It is making sure that the present adults of industry have no new competition. 


A PROGRAM FOR 1952 


Looking forward to 1952, when it is predicted that the squeeze 
of “more guns, less butter” will be generally experienced throughout 
the economy, what will be the more important tax problems faced by 
small business ? 

The problems may be roughly divided into two groups, those of long 
standing which are still without legislative remedy and those which, 
under the pressure of the times, have been particularly accentuated by 
the combination of emergency legislation for defense production and 
supporting revenue. Generally the tax ¢ problems of small business 
have not been changed in nature by the national defense program but 
have been intensified. Changes in the relative importance of these 
problems should be revaluated in the light of the current tax level. 
However, a new element, the excess-protits tax of 1950, has not yet 
been fully evaluated. Some of the problems relating to new and 
crowing apt ee ations have already been antic ipated by the original 
automatic relief features which have been made more effective by the 
amendments of 1951. Other necessary amendments are yet to take 
definitive form. 

On the whole, the impact of emergency taxation was not truly 
recognized in the past year. It was subordinate to problems of mate- 
rials, equipment, and production. However, it now appears to your 
committee that in 1952 the consequences of material controls, reduced 
volume of production in many civilian lines, and the full impact of 
present emergency tax measures will be forcibly experienced by many 
more corporations. It can be expected that the forecast shortages 
will invoke innumerable crises for small corporations. 

There is still time to adjust the present tax structure so that the 
full a of emergency taxation will not needlessly deprive our 
productive capacity of many small units, of their contribution to our 
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civilian economy, to defense or defense supporting production, and 
of their value as potential capacity for defense production. 

The major disadvantages of small business which stem from basic 
tax policy and the absence of integration of the individual and cor- 
porate Income taxes are extremely important matters. Your commit- 
tee will continue to advance and Support the lor @-term view that such 
changes are of greater importance at the present moment than ever 
before. It is expected, therefore, that particular consideration will 
be elven to the reexamination oft the follow Ine basic problems : 

The impact of the general level of taxation upon small business 
especially as it relates to income tax rates, and taxes on co! porate 
income in particular. 

The structure and ince dence ot taxes on Col porate come, espe- 
cially in connection with the eraduation of the rate structure of 
L950, and the effects of the excess profits tax, part cularly is they 
relate to small, new, and grown 


9 


PCO porat ONS. 


In addition, special attention should be oiven to 
Clarification of section 102 with respect to ac umulations of 
surplus. 
Provision for preferential treatment for small concerns, 
realistically defined in matters relat ng to development outlays, 
research, depreciati 


; . 
IOh, and obsolesce) ce, 


The above items are far from inclusive. However. even relatively 


minor modifications of present law and regulations could be of great 
significance to small orporations. It is scarcely nec sary to add 
that modification of the individual income tax, particula ly if it were 
to more effectively integrate the income taxes o1 both dividuals and 
corporations, would be a most salutary action 


It is necessary at this po ht to take notice ot the eft ~ Of the enier- 
gency provisions relating to tax amortization and financing. It is 


the opinion of your committee that the provisions for Grovernment 
financing of private enterprises ado not contribute rdequate lv to the 


relief of the financing difficulties of many small eon erns, J ir't ilarly 
as such problems are accentuated by anti-inflationary programs 
adopted by the Reconstruction Finance Corporation and the voluntary 
restraint of cred plan fostered by the Board of Governors of the 
Federal Reserve system. C orrectiol ot this condition, however. is 
not primarily a matter of taxatiol 

With respect to the tax amortization program authorized under 
section 124A of the Internal Re venue ¢ ‘ode, Vo ir committee states that 


the information and data presel tly available do not proy de an ade- 
quate basis for analysis and evaluation ol comparative benefits or their 


l 
t } 


competitive consequences. However, a tightening up in the distribu- 
tion of the tax advantages of rapid amortization appears to be taking 
place ata time when the processors, fabricators. and assemblers of 
; ; 
| 


parts, components, and the like, essentially small ma fact irers, 
should be coming in considerable numbers for this special tax con- 


sideration. 

It is further noted that, regardless of the date of application 
and the good faith of the appli ant, industry patter! Ss of per entage 
allowances for tax amortization purposes have declined during 1951. 
Following the declaration of a moratorium on August 18, 1951, per- 
centage allowances have been subjected to an arbitrary reduction of 
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10 points. If, as appears likely from the data made available to your 


tree, most unprocessed applications are those of smaller con 
~ small business appears to be at a disadvantage in this particular 
t of taxation. 


PROBLEMS OF SMALL MANUFACTURERS 


the absence of any substantial body of data relating to the effect 


ie corporate mcome-tax amendments in L950, most special prob 


elating to emergency taxation niust be related to the excess 


lits tax of 1950. Examination of case studies in an industry seg 


reveals some of the effects of the excess profits tax and general 
on upon a group of small, strongly competitive concerns trying 
] 


evelop and enlarge their markets in the face of rising costs and 
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Pheir situation has been relieved in part by 1951 amendments 

excess Profits Tax Act of 1950, but their histories reveal the 

for the basic changes in the tax structure already discussed. 

der the present tax structure small manufacturers, such as those 

nadlustry, find il difficult to finance eXPansion, In fact, 

entive to expand has been stifled due to taxes. Following are a 
) 


ber of typical illustrations of how the excessive tax burden affects 


piastic COMpanies, A small plastic manufacturer In one case 


} 


mented as follows: 


> years old with a volume of $360,000 per vear produced from three 
With an EPP credit of S36,000 and also having a net profit of 10 per 
thi 
present law would be as follows 
od percent ST. 500 
" bas , i) 
Va 13, 220 
wing year the company purchases three new machines at a cost of 
M). fina ng the purchase through sale of capital stock Under the present 
pany is allowed 12 percent of new capital, increasing EPT credit 
) nakinys le tol credit now $45,000 

he company is able to net 10 percent profit on sales volume doubled 

O00 bee se of increased machine capacity, the tax is as follows 
Op ST. 500 
v2 ye 24, 440 
ts tn S27,000 at 30 percent Ss, 100 
1, O40 

] b y d. has a ee ng 14 ye ‘ of thceome Tor exc 
STOLOSO: how ae ! EP'T above = bp W his ne 
t e pPres¢ W i! ki Centive ind risk ital 
eby decreasing the start of new companies who by their operations 
( to the revenue required by the Government 


weomer TO t | e rel) forced division of the plastics madustrv eX- 


( mself on his tax predi ment mnthis wav: 





poration such as this one is hit right between the eves with taxes very 

x OoOn ] =s subiect « her SY? ner ePXCOESS profits tux 

vh ¢ gl} I TO peres XC illv it is taking all 

nterest « of expanding the company and of trying to even get too much 
nts iit rporatiolr As vou know, we huve formed anothe r corporation 

= i de stockholders which we hope’ will operate profitably ata certain 
have a corporation in Chicago on whieh we would be very happy 

vit » pan excess-profits tay However, the present tax situation and 
onary trends ake it even impossible for a small corporation to lay aside 
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enough money to handle its expanding workin ital requireme 
any additional equipment of capital expansio 








j It takes $10,000 now to buy a truckload of resi: hile it te 
it a vear ago Some items are eve Orse nd. wl e S$50.000 
| capital might have been adequate f the same nhvs} me of 
may require 865,000 to ST0.000: now a of the ner ao} ‘ he 1 
! » be ] 
from earnings subject to ¢ ess-profits tar Conseque! o get 
i working capital to handle the ume physi volume of b OSS ‘ 
| i high excess pre it tax | ke \ ad hive t I I< ¢ t t <4 
| dollars profit to increase ‘ ne nite . Sa) WK ceE5n MN 
Under the circumstances the IOS } we can hope ft 6 | 
reasonable amount of deflation s hi: company ¢ ! e S95. 000 is 
respectable and that S25,000 w | enough raw te 7 
reasonably satisfactory amount of . As f 1S ANT p 
in the situation that our compat the ris s 50? ‘ he ‘ 
one could get outa T 
Another small molder expresse s pliel lie to taxes a 
lL might a ate ‘ ¢ 1 
proximate » “ ( ] | 
Ob percent, and } ( re vive } f gy 1] 
OS percent Chis rise di ‘ a bstant great e] 
the fact that we had sold additio i | ( teril l 
our allowable earnings unde the ¢ EeSS-D ts R +; 
provisions of the excess fits \ eht ine t« ed 
for relief, inasmuch ; we har eased ¢ fixed ets fhicie 
the base period However, I might state that the placing the } 
industry in the categon OL misce heaous nufaucturing industrie 
excess-protits lia und yx iit g I ( ‘ t 
13 percent on the fixed ssets ] a ae ‘ 
at all In other words, ou ¢ | I creait unde I 
less than it is bv computing it ‘ ' nner 
I might also indicate i \ ‘ dl ley \ 
to «0 percent of ‘ ‘ ‘ ( 
are recognizal } ded ! ‘ 
the payment of rensonable ene eta ( ‘ 
moneys ttle or nothing is left f Wlit f Wool ne 
plant 
A fourth molder expresses tle ! ( < 
his company as follow 
Congress inted relief to ‘ 
peel kor ¢ hip 1 ) 
pias ss joe ue i { ‘ 
he fae that we ight ‘ GO me e} mig 
ere 90 pel t we ve eve ef b elie 
politica We ¢ tr on reli¢ e W ki ‘ ng | 
even though these higher t ‘ ( ‘ . . } 
\ machine-tool compat n M os) lise cre] 
adeavoringe to expand tlie } y i \ { ' 
cont ite the operat ( Ot mithit | press ‘ R; 
Opel ite certarh new equip r ( ey ! ( 
na still higher, disadvantage tax bracket, thev are 
their hew equ pment, It elhg ept QO f 
to be operated Wiel De] ( l (res j ‘ 
3 — NC} | VIALI TTSIN FSe 
\ ; ‘ ly wall hy ) le { a if ' 
Action aldimg snail bus ( takes ( 0 Of} Oo ) 
the defeat of undesirable le@istative proposals I) ( 
small business was undoubted ( iby the amend 
signment of Claims Act of 194 hese were embodied 
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Law 30 of 1951.) As a consequence of this measure, private banking 
institutions making loans to defense production contractors and sub- 
contractors under the provisions of regul: ation V of the Board of Gov- 
ernors, Federal Reserve System, are protected from Federal tax liabili- 
ties and penalties incurred by the borrowers. 

In the second category, a proposal whereby only one surtax exemp- 
tion of $25,000 and one excess-profits minimum tax credit in the same 
amount would be applicable to any group of controlled or associated 
corporations, as defined in H. R. 4371, was successfully opposed dur- 
ine the course of legislation of the Revenue Act of 1951. The re- 
action to this proposal by established small enterprises clearly showed 
the harmful effects for numerous small enterprises of a measure 
directed primarily to the closing of excess-profits-tax loopholes en- 
joyed by a relatively small number of taxpayers. 

As noted earlier, the members of your committee also supported 
excess-profits-tax amendments for the relief of small new companies 
which are, in large measure, a part of the present law. 

Two types of small businesses were singled out by your committee in 
1951 as being urgently in need of stopgap legislation until comprehen- 
sive and all-embracing proposals could be formulated. One was the 
small new manufacturer who had created a new product or process, 
and had helped to create a market for it. The other was the business 
placed in an unfair competitive position; where one of two identical 
competitive firms could obtain three or four times as much excess- 
profits-tax credit by reason of being 2 or 3 years older in age. It was 
further pointed out by Senator Hendrickson in reviewing the disad- 
vantages of new corporations under the excess-profits tax that among 
the sm - concerns formed after January 1, 1946, and thus placed at a 


ompetitive disadvantage, were many formed by the veterans of World 
‘| I. "He ‘re are extracts from a letter describing the experience of 

Sut h . firm: 
The firm is owned and managed by five veterans who decided in 1948 to con- 
centrate on defense materials in a new field. This company has grown from 
2 employees to 36 employees. It was founded in 1946 as a partnership, did 


ent work in a new field for 2 years, and was incorporated in 1948 with 
gin 1949. Our competitor had a monopoly until we 


Sales startir 


started selling in 1949: we forced his prices down and his quality up, to the 
benefit of the United States Government. Our entry into the field provided a 
1 source of a critical radome material 


igement consists of qualified, well-educated personnel who have 

ng hours. Our decisions have been well-founded, and vet, without 

ed have gone broke several times. We have quality products and 

selling competition by as much as 30 percent. Our gross earnings are 
sfactory. In effect, we have gambled and won, but the Government takes the 


oO machinery and products are tied to the defense program and have essen- 
no 1 n nonmilitary markets. We therefore still face the risks of new 
Is, me competitors, or a reduced defense program, aside from normal 
turing risks. In order to meet the increasing demand for our materials, 

evr 7 


ed to increase our break-even point (on sales volume) threefold 
10 months. This increase, of course, involves further risks; these 
stified because the EPT will allow us practically no increase in 

ts even though we increase our capacity and our sales threefold. 

The handicaps of small business have long been given tax recogni- 
tion. Beginning with 1909, tax legislation has been used to compen- 
sate in part for the differentials of tax impacts which result from, 
ind are inherent in, business size. Consequently, present efforts to 
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eorrect or forestall unduly adverse effects of present and indicated 
levels of taxation are supported by both precedent and sound tax 
economics, 

It is worthy of further note that certain provisions of the Revenue 
Act of 1950, chiefly the elimination of the notch rate and the exemp- 
tion of the first $25,000 from surtax, were conceived as measures for 
the benefit of small corporations. The structure of effective rates so 


established, together with the minimum credit of $25,000 in the excess- 
profits tax of the same year, has not as yet been idequately tested 
under the impact of emergency controls, rates, and taxes. It is now 


necessary to determine, as speedily as possible, if the legislative pro- 
visions of 1950, together with 1951 amendments, prov ide recognition 
taxwise commensurate with the tax problems facing small business 
in 1952 

This is true even though some loss of revenue from this tax source 
may result. Even in the present emergency, when revenue considera- 
tions are especially critical, your committee asks: “If tax benefits 
for small business were sound with a preemergency tax rate of 
percent on corporate incomes, how much more important are they 
today with a corporate tax ceiling of 70 percent ?” 

Your committee is aware of the tremendous impact of the present 
high Jevel of taxation on individuals and private enterprises, and is 
fearful of the results of a further increase. It will work increasingly 
in any endeavor to guarantee that all segments of our economy are 
bearing a just share of the tax load. In partic ular, your committee 
will develop and support those measures which will assure the forma- 
tion and growth of small new companies as the coming generation 
of dynamic industry. 
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2. The most efficient use of the Nation’s manpower will be of vital importance 
in any prolonged effort to keep the strength of the United States at a high level 
and will be of the utmost importance in the event of full mobilization. Conse- 
quently, it is important that manpower measures taken now be consistent with 
and contribute to the most advantageous use of our manpower should full mobili- 
zation | 

We must rely heavily on science and technology. The most effective use 
must be made of our supply of individuals having the special skills required to 
develop and produce the necessary equipment and to use and maintain it in the 
Armed Forces. Malutilization of such individuals represents a direct and unnec- 
essary reduction of our defense potential. 

t-. While recognizing the very high priority of the Armed Forces’ require- 
ments for certain numbers and classes of manpower, the needs of mobilization 
also require a vigorous civilian economy. The manpower necessary to defense 
production, to civil defense, to agriculture, and to the production of essential 
civilian goods and services and to sustain our commitments of aid to other na- 
tions, must be considered as integral parts of a balanced mobilization program. 

5. To assure the most effective use of our manpower to meet these needs, it is 
essenti that we establish principles and adopt a series of policies which will 
lead to the most effective use of our manpower resources. Wherever statutory 
authorization is necessary to put these into effect, it will be sought from the 


ecome necessary. 


PRINCIPLES OF MANPOWER MOBILIZATION 


6. In achieving these objectives, the national manpower mobilization program 
will be based upon the following principles: 

(a) Each individual will be expected to serve in the capacity in which he 
can contribute most to the total mobilization program. 

(0) Employers, both private and governmental, will assure full utilization 
of those abilities and skills of each individual which will contribute most to 
the total mobilization program through such measures as minimum manning, 
training, and assignment of duties in accordance with needs, skills, and 
potentialities 

rhe Government will develop and administer manpower programs 
g 1 to enlist to the fullest possible extent the support and resourceful 


} 


ss of individuals in the achievement of the mobilization program. 





ASI MANPOWER MOBILIZATION POLICIES 


7 i following sic mar powel mobilization policies are necessary to give 
effect the principles stated above, but do not prejudice or limit extension of 
m nower policies as further needs of mobilization evolve. 


The size of the Armed Forces will be determined by the President 


HH he provided with the Department of Defense requirements to meet 
egic plans; with full information on the prospective supplies of man 
power, and on the manpower requirements for defense production, agricul- 
t 4 defense, and other essential purposes 
The greatest care must be exercised to assure that the supply of per 
S ng critical skills will be distributed among military and civilian 
ctivities in a manner which will contribute most to the mobilization program. 
When the total need for workers with critical skills for civilian and military 
gnments is expected to exceed the supply that can be made available, 
t requirements for persons with such skills will be reviewed and distribu- 
tion of the supply will be measured by the relative urgency of the need for 


cal skills as between the Armed Forces and the civilian economy. 

(c) Policies in respect to recruitment of individuals from civilian life and 
all-up of members of the unorganized reserves will have as their objective 
the use of persons possessing irreplaceable skills where they can make their 
maximum contribution to the total mobilization program. 
/) Policies governing occupational deferment of persons subject to induc 
tion under the Selective Service Act, will provide for (1) the occupational 
deferment of persons possessing critical skills if they are currently using 
such skills in essential activities, except to the extent the military services 
require persons with these skills; (2) deferment of a sufficient number of 
individuals in educational and training institutions to provide an adequate 
continuing supply of professional and highly skilled manpower. 


(¢ 
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(e) Recruitment, placement, distribution, training, and utilization of the 
civilian labor force (including Government employees) will be based pri 
marily upon voluntary measures for manpower mobilization. This policy 
will be carried out through such measures as: (1) Providing appropriate 
employment information to guide workers to jobs in which they can make 
their maximum contribution (2) developing recruitment and rehabilita 


tion activities needed to expand the labor forces (5) training persons t9 
meet civilian manpower requirements and providing appropriate placen 
services; (4) providing ussistance to employers promoting maximum 
utilization of the labor foree inelud ng women, physical V handicapped olde! 
workers, and min rity gI IDs ») providing Ldeq te housing ind com 
munity services; and (6) assisting workers to arrange for their transfe 
to essential jobs in other are 
(/) Governmental manpower controls will be used when ar to the extent 
needed to assure successful execution of the mobilization program Such 
controls will apply to employers, to workers, or to bot] They will include 
(1) restricting indiscriminate labor turn-over throug! mtro [ sepatl 
tions; (2) giving effect to manpower allocation vv placing employment 
ceilings on employers with respect to the total number f workers, tl 
number of men or the number in particular skills; (8) ¢ rolling of e 
ployer hiring; and (4) enfor g adherence to utiliza n standards, includ 
ing full use of Women, handicapped workers, and minority ps 
(7) All manpower prograt W be geare he needs problems of 
specific geographical areas 
(hk) As mutually desirable to the 1 ted State nd friendly 1 iol 
workers will be brought into the United 8S I S ces utilize 
within the borders of their own country on, work of value to the mobil 
program. Full use of domes manpower resources will be made before 
bringing in foreign workers 
(i) Production will be scheduled, materials a1 procuren 
distributed with careful consideration of ava e |] power Whenever 
feasible from an economic at security standpoit ition icilities, 
contracts, and significant subeonti ts wil e located the sources ol vor 
supply in preference to moving the bor supp 
(j) The full understanding d sistance f labs canizations 
plover associations, professi socrerles, CLiVil¢ nad | tv g ups, a 
State and local governments ' be sought il rrving these function 
' (i) Bach department W tsell TLiple ent tl ] li I e resp sible 
for its supervision 
The spelling out of this policy, as stated ts text, was to be 
accomplished mainly on a voluntary basis by the cooperation of tl 


elvilian Government agencies, the Departme t of Defense, 
dustry. But on an operatiol il level, Pro dent Trm *s mal powel 


} 1 ! 


policy, without established authority and responsibilities within the 
Government for putting the p \ to fact. became irgely d sre 
garded. 

Early in 1951 your committee began to receive complaints from 
some small manufacturing plants that they were being seriously 
stripped of their industrial know-how by the departure of one or 
two key workers. The greater losses were to the military rather than 
to bigger defense plants at that time. During 1951, therefore, you 
committee concerned itself primarily with the effect of military mo 
bilization on smaller manufacturing establishments, holding a series 
of hearings in March on military mobilization policies and t 
of manpower losses to small manufacturers. During the coming year, 
when the defense effort will have a more pronounced effect on mat 
power patterns, your committer ‘s attention will focus on the manpower 
problems of small business connected with the growing defense-] 
duction program. 
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MaNnvower ror tHe ARMED Forces 


With the impact of the Korean aggression, the Nati 
was to build up our reduced muilit 
bered only l 


ary Armed Forces 


SMALL BUSINESS 


ms first priority 
which num 


; » million men in June 1950, smaller than at the time 
of Pearl Harbor. 


at 


creased to 2.3 million. 


irms. and 1 vear after Korea, June 30, 1951, 


the 
totaled 3.3 million, some 300,000 under the present go: 
by the summer of 1952 


ARMED FORCES STRENGTH UNDER 


By the end of 1950, the armed services had in- 
By mid-March 1951, 2.9 million were under 


A rmed Forces 


al of 3.6 million 


FULL AND PARTIAL MOBILIZATION 
Millions 


ssential to the Nation as trained workers in industry. 


mmediate need for trained soldiers, the military relied largely 
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Che sudden and tremendous increase in the Armed Forees during 
rst yvear arter Koren erented Some manvower (lisloecations Ol | 
ome front which was then operating at full tilt on civilian 
production and beginning to tool up for defense work. During this 
expansion of the armed: services, the military, having to act with 
be dn ummoning men to arms, did recall men who may have been 
hore 


Because 


| 
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on reservists and National G d troops. \ older m skilled 


miel } ( 

in civilian jobs, rather than upon voung ed draftees who by 
and large were unskill str 

Instances came tothe attention of vom tf 1 reser) 
beine called into nitol ( Wo) \\ 1] vho dl 
tarted their own small cor rie ftey V \\ IT. and whos 
remmduetiol Into the Ay ed be ( were ; nNecceac 
‘lose, Wiping out then 0 rected 
long run, weake hie ( } t ePCONO?) ‘ \ 


At Small Business Con itee hearines Owe} ‘prol e) 
Mis. Anna Rosenberg, Assistant Secretary of Defense for Manpower. 


commented that the cal] ne up oO] Reserve mav not Ve | VS bee 
in the best interests of effective tilization of manpowe! 


I will not pretend, hows e ) ( u s heen s eet n avoid 
ing the call-up of men who possessed essenti: In the anxious 
weeks that fol owal the Commu { k Kore; hecame necessary 
call large numbers of reservists be ise of our despel hortage of trained 
troops and our inability to train more men q | enough to answer General 
MacArthur’s urgent eall t Inquestionably true t t ome of those who 
were rushed back into uniform in that heet per ere persons making \ 
lnportant contribution to the defense effort at } ¢ | h ght have been 
entitled to deferment had the mi ary er een less gre 


During the present mobilization, the needed numbers of military 
Manpower are fat less th i) | World Wan []. (Certain eases 1n whit hy 
the military tapped civilian personnel for Armed Forees dutv were 


thus ill-considered and wit] ereatel pla he might 1 ell have beet 


avoided. The importance of such planning in ord o keep a well 
balanced and strong home-front economy alone wit e military 
build-up was expressed by a small-business  eomemiiten 
hearings in Mare 


Another bad feature ge ti 


the lack of clear ye \ h eve ! ’ \ numbet 
of voung men have come te | ig I i} I ¢ he nee 
for men, no one will hire them f hev are ¢ er of draft g tl Reserve 
To sum up, we need ‘ ( miAnpowe ‘ the 7 

for filling those needs so 1 thy ! ( ; : f citi eee 

i and in the Reserve an ty ess t cnect 7 Ix efi 

| plans accordingly. 

The necessity for keeping a strong home-front ¢ omy during tl 
period of international te on, W may vo o tor ears, Oo 
expressed by a businessman at your earing 

Today it is more portal ( eeD SI companies } 9g 
another man to swell the nifor C1 ) oO poul | 
writer at some base which it t sf 1 be ore efficis 
by a Wae or Wave anvw: \ ! ! . e tal f those one 
two men if they are keymen or sp sts Vi \ ‘ ‘ niure a s 


company, 


Since vour committee heat hy ! Mar 1951, the m litarv need 
for manpower has hot heey is oreal a befor By NI il h Dd], 1 
military had come within 700,000 of meeting its goal for June 
Induction rates were being slowed down, manpower quotas were « 
their way to being filled, drattes were being traimead, and teps tak 
to replace the reservists who | id been too hurniedly reinducted. Cor 
plaints to your committee on recalls , 1] 


nesses declined in the latter part of 1951. 
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In addition, Congress strengthened the Universal Military Train- 
ing and Service Act of 1948 by enacting the following provisions, 
expanding groups other than reservists eligible for military service: 





(1) Selective service extended to July 1, 1955. 

(2) Draft age lowered from 19 to 18% years. 

3) Length of service increased from 21 to 24 months. 
(4) Childless married men made subject to draft. 

(5) Percent limitation on women serving in armed services suspended for 
o years 

(6) Mental and physical standards lowered. 

(7) Provision made for replacement of inactive or volunteer reservists after 
not more than 17 months of active duty. 

(S) Net strength of Armed Forces authorized to reach 5-million level. 

These provisions, plus the limitation of war to Korea, have made 
it possible for the Defense Department to meet its manpower goals 
without appreciably draining the civilian labor market and disrupt- 
ing the home-front economy. 

But even with these provisions, no over-all policy has been made 
for deferment of skilled labor whose talents are more essential on the 
production front than to the armed services. A typical illustration 
of this lack of over-all polic, v on deferment of skilled labor in small 
business came to the attention of your committee. Two inactive re- 
servists, both small-business men, were recalled to active duty in the 
irmed services. ‘The businesses of both reservists would have suffered 
seriously if the reservists left for active service, for no one else could 
have taken over these virtual one-man operations. In one case the 
reservist Was given a permanent deferment on the basis of his essen- 
tiality to his business, while the other reservist was not given such a 
deferment. Each such case is handled individually by local military 
review boards, who judge whether or not a parti ae ar man shall be 
called up or given deferment, more on the basis of how difficult it 
s to fill manpower quotas in that particular district eats than upon 
is individual merits of the case. Although the nnilitary needs have 
now been almost met, your committee is convinced of the necessity for 
ary, 1 conjunction with the Department of Labor, to estal “ 
inite policy for deferments of such small manufacturers whose 
businesses would be seriously injured if they were recalled to active 


tT 
t 
lat 
iel 


MANPOWER FOR DEFENSE PRropUCTION 


While the milit iry cause -d dislocations on the m: inpower front right 
ifter Korea, defense eeehaeiion was slower to change the m: iunpower 
pattern im im lustry. During the last 6 months of 1950, de fense a 
duction was still in the planning stage, tooling up was just beginning 
and the increased e mp loyme mnt after Korea large ly went into the eivil- 
ian labor foree, which, in spite of military demands, maintained and 
reached high levels of employment. Production on items for civilian 
consumption reached an all-time high and, in anticipation of curtailed 
civilian output, demands for civilian goods reached a peak. Between 
June and December 1950, manufacturing employment rose 1.1 million, 
whereas employment in key defense end-product-manufacturing in- 
cdustries, ordnance, aircraft. and shipbuil« ling, rose only 155.000. 

By the middle of 1951, when defense orders were mounting more 
rapidly and production of end military items was on the i increase, de- 
fense e mp loyme nt rose at a greater rate. It ine reased by L.é 3 million 
between the fourth quarter of 1950 and mid-1951. At the same time 
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and in spite of material cut-backs for civilian production, the civilian 
labor force did not appreciably decline. 


SINCE KOREA 
CIVILIAN LABOR FORCE 
REMAINS HIGH... 


on of persons aged I4 and over 





SOURCE: Bureau of the Census 


As World War II proved, it takes more manpower to prepare for 
mobilization than to sustain the production, but the increased employ- 
ment of defense workers during the tooling-up preparatory period, 
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is, until now, been slow and gradual. In June 1951 only 6 percent of 
the labor force was engaged directly or indirectly in defense produc 
tion. The peak in manpower demands for defense will probably not 
e reached until ee early in 1955. By the last quarter 
of 1952, estimates are that 8.5 million or 12 percent ‘of the labor force 
qihe armed services ) will be emp loved directly or indirectly in 
defense production. This increase of defense workers, a growth of 
»S million during a period of 2 years from the end of 1950 to the end 


f 1952. has and will continue to come from five sources: (1) further 
decrease in unemployment; (2) natural growth of the labor force; (3) 
remifece of sceiicautunaaauaie iene daiminastnininas TR) tee 
and older workers: (5) lengthening the workweek. 


SINCE KOREA 
UNEMPLOYMENT HAS FALLEN... 


Millions of persons aged |4 and over 
7 


ee 


i950 
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SOURCE: Bureau of the Census 
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(1) The unemployment reservoir for manpower was drained soon 
after Korea and has been at postwar lows during most of the year ex- 
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‘ept for current temporary spot unemployment in areas currently 
shifting on a large basis from civilian to defense production. (Some 
125,000 are unemployed in Detroit.) From a postwar high of 4.7 mil- 


lion unemployed in February 1950, during “inventory recession,” 


employment rapidly dropped to a practical peacetime minimum of 1.6 
million in the spring and fall of 1951. During November and Decem- 


1 


ber 1951, over-all unemployment increased to 1.8 million due to re- 
tooling for defense in particular inclustrial areas and auto manutac 
turers retooling for 1952 models. The pool of unemployed at the time 
of Korea was only 2.1 million compared with 1940 when some 10 
million were available for work, was not enough to fill the manpowe1 


needs, 


(2) The potential source of reinforcements proved aisoO a poo! 
source Of manpower to draw up for defense after Korea. During the 
1940 decade, our population increased by 15.6 percent, up 20.6 millior 
people, but the proportionate oan was we ehted n favor of yo 1o 
children and older people because the low birth rate di ring the cl pres 


sion in the 1930's is now havin g its effect on the reduced numbers of 
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| POPULATION GROWTH HAS BEEN UNEVEN 

i The numbers under !O and over 54 years of age have | 

ncreased faster than the rest of the population } 

| PERCENTAGE CHANGE 950 
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| AGE GROUF f 

} i 

TOTAL | 

| POPULATION 

a ed > 

yeors ond over | 1+29.4% } 
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| 45 to 54 years | | 
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| 26 to 34 years 


19 to 25 years 


| iS yeors 
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teen-agers, Che number of 1S-vear-olds declined by 440.000, 01 ‘ 


percent in the decade of the 1940's. This reduction is having : 


diate effect on the numbers eligible for military service and wi 
long-range effect on industry during the next decade. The numbe1 


oe 
i have 


ot people LU to l7 vears of age also deeln ed. SO that fewel youths Vi 1] 
graduate into the military and working population over the next 1 


vears, 
(3) The transfer of workers from nondefense to defense industries 
is at present the best source of manpower. A worker already en 
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ployed in civilian industry will in many cases not have to leave his 
job, but, rather, his company will switch from civilian to defense 
work. Nondefense employment is expected to decrease from 58.3 
million in 1950 to an estimated 54.9 million in 1952. This decrease 
will be divided among those transferring from civilian to defense in- 
dustries, those called into the armed services, and those retiring with- 
out replacements from the younger age groups. 

(4) Women are also a potential source for the labor force. The 
reserve of 12 million female workers under 35, however, who could 
be drawn into the labor force has declined since 1940; many of those 
who went to work during World War II have stayed on their jobs 
and have become a part of the over-all increased employment picture. 
Many of the others now are full-time mothers with children under 10 
who cannot leave home for jobs. The proportion of children under 
10 in the present population has increased tremendously over 1940 
by 9.6 million, or 45 percent. Nevertheless, the women over 35 are a 
valuable source and have been replacing men in the civilian labor force 
since Korea. Six hundred and fifty thousand more females were work- 
ing in the first half of 1951 than during the first half of 1950. Older 


A RESERVE OF WOMEN NOW KEEPING HOUSE 
REMAINS TO BE TAPPED 


33,438,000 women aged !4 yeors and over not in the Labor Force (June 1951) 


AGE GROUP 
14 to 24 25 to 34 35 to 44 45 to 54 55 to 64 65 & over 





(Figures in thousands) SOURCE: Bureau of the Census 


J 


workers, too, are a potential source of labor. To stress the need of 
keeping older workers employed, Secretary of Labor Maurice Tobin 
recently rapped the common practice of retiring workers when they 
are 65, saying : 

Retirement ought to be based on a man’s ability and a man’s desire, not his 
age. <A worker's age ought not to be measured by years, but by his health and 
alertness and efficiency. Many a man at 65 can work harder and better than 
aman of 40. It’s not the age that counts, it’s the man. 

Secretary Tobin also attacked the reluctance of employers to hire 
older workers, listing the following advantages of older workers over 
younger ones. They are 


(a) More stable and responsible, have a steadying effect upon 
their associates. 

(4) More careful, produce better quality of work with less 
waste and fewer accidents. 

(c) Absent less with rates of turn-over slower. 

(7) Of greater endurance for the long, slow-grind, and con- 
tinuous-labor types of work. 

(e) Less easily distracted, with steadiness and good judgment 
more than compensating for slight losses of speed. 

(f) Experienced in skills which they can apply to new situ- 
ations. 
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IN THE CIVILIAN LABOR FORCE SINCE KOREA 


WOMEN HAVE BEEN REPLACING MEN 


Persons aged [4 and over in the civilian labor force 
figures in thousands 


MEN WOMEN 


‘250 


= 


IN NEARLY EVERY AGE GROUP 


i E | Percentage change first haif 1950 to first half 1951 | 


Yh} 44,205 Yj Y Yj L 62, 430} 





Age Group “10 


| 





65 years and over 





35 to 44 years 





5 
| 
45 to 64 years 


25 to 34 years 
14 es 24 yrs A Yy Uy Y YA, y . y /, YY yy Ly Uy | 
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| 
SOURCE: Bureau of the Census 
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SINCE KOREA 
TOTAL LABOR FORCE 
HAS GROWN.... 


Millions of persons aged |4 and over 
68 





0 FMAM &@ Ge SF DH ODO 








(a) from President's announcement 
(b)from Military Budget for fiscal 1952 






SOURCE: Bureau of the Census 
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Machine-tool manufacturers get no draft deferments for then ‘ 
apprentices, so that not only is there a shortage now but in the future 
there will be a greater shortage of skilled machine-tool makers for ( 
lack of present training. 
Shortages also ot almost every other Ly pe of technically trained | 





personnel were reported in a recent survey undertaken by the National ‘ 
Industrial Conference Board. Of 97 manufacturing companies re t 
porting on their personnel needs, 49 companies expressed the need | 
for mechanical engineers, 35 companies for chemical engineers, and 


I 
raduate « hemists. Other shortages of 


rb onipanies for ¢ trained per ( 
5 1 
{ 


sonnel included electrical, industrial, metallurgical, and civil engi 
het rs, physicists and | idlog@ists, draftsmen, electricians, and mechat cs. ( 
These shortages ot highly skilled and professional personne! have 

fostered the practice of labor “niratine” ana labor “hoarding.” The a 
trend 1s for ¢ xperienced personnel to go from the lower paving smaller ! 
Compal es to the large expanding companies with defen e work who ] 
offer higher salaries. Concerning pirating one manufacturer wrote f 


to the National Ind istrial (C‘ontference Board that U 
nal sche H s hired iny more men than he needs, depriving ( 


Aga h. Il 1s the pmigver companies able to afford keeping 1 few eXtra 


skilled hands on thi pavrolls who suffer less from lack of skilled C 
labor tha the smaller ones 

Lo est ib] sh an over all (rovernment poly ‘yY on the most effective a; 
utilization of skilled personnel in the defense program, your com 

A { . 

mittee suggests that the Department of Defense, Department of Labor, 

d other Government agencies concerned with Manpower, meet to 
estal ha pohey on the distribution of skilled labor, specifically con 

te] ve perm ent deferments to the Armed Forces of critically 
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auto men, with further slashes in civilian production. Executives of 
Ford and Chrysler indicate that their lay-offs are only beginning, that 
defense production in the auto companies is not due to hit high volume 
until late this year or early in 19538. As of December, only about 2,501 
Ford workers in the Detroit area were employed on defense projects 
and by t] . 
to approximately 20,000 In 1953 when Ford’s new defense plants at 


Livonia, Ypsilanti, ind Detroit are completed. Wit tT} = ncreasing 


us December the number is expected to increase to 8,500 and 


unemployment in Detroit, the small auto-parts supphers are also 
difficulty. The law time for them to become established subcontractor 
when the new dere se plat Ss are In opt ration will n ease the lengt 
ot unemployment of these small ae suppl e] 

An emergency mee or of e auto ndustry, tutomol 
and Gover) mene ¢ fhieral Wil ield ! iWa ston it the ens | 1) el 
ber to discuss the possibility of relieving th nploym 
Detroit by easIna cu hy ent I wUtOMLO ae aie fio} sit 1) 
fense Mobilize Wilsor eld out little hone that ] 
to alleviate the situati at present. ; 

To ease these dislocations of mat power in specie geog } 
Government pol nes have bee formulated to 9 ve specifi onside 
tion to manpowe1 resources proctuirement ay | produet duling 


A Detense twas wer Policy Statement No. 1, of September 24, 19: 
cites that 
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Phe Departme l Ad 
es mnute f Ire ell VI ri¢ t = . 
to allow corrective a ls t ( ; 
Ay P In ( } “ ( ‘ ( 
eond t EX | rhe ] vn £ 
enorted | he Dey ] s eT =f Many \ \ t 
this co ny ' . , Re e] 
shall make every effort 1 rial cations a rocurement 
tracts to such areas 
It took 14 months after Korea for the Defense Manpower Adn 
tion to formulate this poliey and it v be some time before 1 It 
of this policy to consider manpower as an element in the award 


defens contraets can bi orne out o the « pr tions ( . Nii 
while, both unemplovini mid [Abo OV sore are oT’ no ft 
proportions nat l rot ist t ine folline rad | o>?! } i 


manutackure 


The transfer of worke from elvilial nto defense produetio) 
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Committee, and as a result of the work of regional and area labor-management 
inpower committees now being set up by the Department of Labor, we will be i 
e to solve our manpower problems on a voluntary basis just as we did during 
World War II 
The freedom of labor to change 1obs at the offer of better opportu 
nities elsewhere has been one of the foundations of the free enterprl ‘ 
vstem, the growth of new industries and improvement in labor cond 
ons. Until all voluntary sources of manpower are drained, vou 
0 ttee also feels that compulsory labo hieasure ire Uhtece uy 
e present defense program. 
\ production lines fol defei e vel i} LO full Opel itt »} clin ne 1) a 
) el will become increa ily difficult to prov cle centives for 
e transfer of workers. The lure of higher wages in defense plants 
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s that unfettered freedom of ehterprise was Live est means of 
ping our vast unexploited resources and that the natural opera- 
f competition would serve to protect the interests of the public 
Droce 


ring the course of the century, however. a number of exceptions 


principle of economic organization were recogen 
lO d that unregulated freedom of banking lead to intolerable 
ind monetary confusion: as a consequence, there was a long 
ry of measures to regulate the banking business by both State and 
(sovernment Second, as the local public service industries 
(e. o.. gas, electricity, water, ete.), it was found that they 
‘4 most part, only be « ! lly operated on a monop 
o remedy the abuses which arose under private monopoly 
held, regulatory mensures were nit ated first D\ local 
{ ll later by tl e@ various States Thi l. n the ce velop 
f highways, canals, and especially railroads, it was found that 
it terprises possessed great m¢ nopoly powers in the terr tories 
ev operated which could be used to the detriment of the 
al] he no ¢ | t | a) depe ndent pop) latio} - Moreoy *}’. there 


ly developed a large body of discriminatory practices which 


t |} ost fundamental conflicts of interest between shippers 
re favored and those who were penalized. In consequence, 
v State troduced regulatory measures over the railroads. and 
telv, since the problem was broader than State boundaries, 
or CAST Were ] posed by the Federal Interstate Com 
Comn on Act of 1887 
t | ( level Poyrie were 111 ley WAV. t | r'( WwW Visine } 
poly problem of a more general character throughout industry 
\ lk lo avoid the etfects of the inter se competition which arose 


ection with the dvnamic development of American industry, 
ily after the Civil W ir, many coll isive agreements were entered 
5 ompre titors 1n ord rto reoulate product ion and stabilize pl ices, 
e “oent le men’s rreements”’ and loose pools were, however, very 
‘rmanent and ineffective because at any time they could be, and 


broken up by the dissatisfaction of particular members who 


uld ren t1 ite competitive rivalry. Etlorts to stabilize the control 


Y 


ets gave rise to various types of intercorporate contractual re- 


ons, eventuating in the use of the trust form of organization pio 


veered by the Standard Oil Co., which completely eliminated the con- 


trol of separate enterprises by their nominal directors and owners. 
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certain uniform practices and pricing policies are easily put into effect 
From the point of view of the public at large, these may have very 
little to distinguish them from actual monopoly. Moreover. evel Ih 
those industries where there exists a considerable number of inde 
pel cle hit enterprises, they may be sO dominated by the existence of 
madustrial wants as to presel t to the public few of the advantages of 
Intense market rivalry. 

In a consistent stream of decisions, the Si preme Court has held it 


| oe 
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Yet, while the argument for competition is virtually unassailable, 
it so happens that at practically every single point at which competi- 
tion actively operates, the parties involved can see some private ad- 
vantage to themselves if there were less of it. By combining to hold 
prices up, to limit production, to divide market ;. t] ey see the possi 
bility of a greater gain to themselves. The incentives of private gain 
Operate strongly and continuously in the direction of minimiz ne 


competitive rivalry. 


The abstract advantages of rigorous competition on the one hand 
and the constant pressure of pi vate incentives to avoid it on the other, 


present the fundamental dilemma with wh ch the antitrust policy 1s 


it all times confronted. 

No doubt because it runs counter to their private interests, pe 
with some powet to control the market are commonly oppost 1 t tha 
imtitrust law policy, or at least to its vigorous enforcement \\ | 
one can understand why this should be so, it is a surprising fact how 
little they appear to compre! nd the vital problem of publ poli \ 
which their activities create. Since few men like to regard themselves 
is cynical violators of the law or as enemies of the public inters 
quite elaborate defense of various types of market control has been 
built up which is widely accepted in the business community. Wher 
backed by a sense of civic virtue, little matters of cutting legal cornet 
ind clubbing competition into conformity can be made to see! 
minor peceadilloes, if not outright icts of publie serv 


The argument in favor of eliminating competitio1 
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fication of existing law through congressional action. Their position 
was best summarized by Mr. Hardman, president of the Hardman 
Snowden Lumber ¢ ‘o., when he told the committee that-— 





In many quarters it is said that there is now no prohibition against a seller 


meeting the lower price of his competitor when this is done for proper com 
petitive purposes. We have frequently heard and read arguments to that effect 
But we have also heard virtually an equal number of arguments to the contrary 
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a 
' position tO ®. (19, could cite as nale stance where a small-bus ness 
man was attacked by the Federal Trade Commission for the inde- 


pendent absorption of freight where the effect of such action was to 
promote competition, 


The second major argument on behalf of S 


719 was that it would aid 


small sellers. The bill’s supporters contended t mall manuf 


furers must be allowed to absorb tre oht in orde) survive. They 
felt that, under a compulsory f. 0. b. mill system of pricing. smal] 1 
hess would he at 2 de ded ct sacly i! tase 21) ( t WW} tu kk WW { 
location and, unl ke its large) mpe tors. did not have the means to 
spread out, relocate, establish branch warehouses, and otherwise a 
just to a veograph iliv limited market aren. Che advoeates of S. 719 


maintaimmed that onl] 
afford to establish branch plant n order to avoid the nece ty of 
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nents impressed on the committee that it was difficult, if not impos- 
sible, to test the public desirability or permissibility of discriminatios 
by reference to the spirit or motive in which it 1s exercised because ai 
business is done with the intent of profit. Since the profit motive is 
a commercial fact and can neither be classified in the “oood faith” or 
“had faith” category, the opponents of S. 719 felt that a consideration 
of motives or intent should be relegated to mind readers, fortune 
tellers, and clairvovants, and not used as a standard for judging the 
lawfulness of price discrimination. 

Furthern ore, they contended that even if oood faith could be detet 
nh ned through a hudic ial proceeding, it Was hota suitable standard 
for appraising the desirability of price discrimination. The object 
of the antitrust laws, thev argued, was to preserve competition and to 
prevent monopoly. It is irrelevant, therefore, to inquire whether a 


of price discrimination was undertaken in wood faith 


ra ‘ It is nunaterial to inquire into the intent of an actior 
portant consideration is the effect. To the extent that we 
vi to preserve a mipet tive society, we must prohibit. they said, 
price discrimination as has the effect of substantially lessening 
ind ‘reating a monopoly regardles of the motives 
\ ( hel nad the dis rimimation. While a eood faith plea night 
by eard in mitigation of some discriminatory act, it should not be 
!] to become an absolute defense especially in litigation which 
oO crim al sanctions. lor. once wood faith s made ah ab 
20> e detense to a haree ot price cdiserimination, is is proposed i 
(iv, U Lobmsol Patman Let becomes, for all intents and pur 
Hoses lead Jette - the loophole of the old seetio 2 m the ¢ layton 
reds l the. onopol Sst is once agall permitted tO Use 

ypon of price discrimimation in the pursuit of his 
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Oppose { howe ae owed th { S. 119 does more tha 

merely freeze the Standard Oi] decision into statutory law: that S 
(19 aet lly aoe bevon«d the suprenny Conrt’s opinion in three in 
portant respects. The opponents contended: First, that the bill would 
shift the burden of por f from the defendant to the Federal Trad 
Com S10N Instead of the defendant having to prove good faith, 
the ( SSIOnN,. 1 effect. Wot lal have to prove had fa th. Secondly. 
S419 ould. ike aood faith a ibsolute defense not only for thos: 
~( nations which are made to retain a customer, as the 
SUP re Court held. but also for purposes of obtaining a custome! 
The bill would thus justify aggressive as well as defensive acts of 
price diseriminatio Thirdly, while the Supreme Court made good 
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faith an absolute defense only in proceedings be 


Trade Commission, S. 19 would allow this de 
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CHAPTER X 


FAIR TRADE LAWS 
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brs i I e Wa bye ’ ( ] { \ large retatles ruld | f ys¢ 
ford to do t use t istomers Who came to his store to buy the | 
bare would o buy rr] 1" indise which returned a h or 
} rol | ( 1h bie re could not fl } | Lhis practice hee wise mn 
I sles of ¢ er mel \ e would not OMpehsale for the loss le } 
VO i ive TO Take ¢ t! ume brand item Che rv It was that the ‘ 
: eT Unt We ld Css tO Ils reel OMMpetllol Che 
ul turer we ct so lose ismMess because | ll mere mit and + 
‘ i i) Foreedl t lrop the name b ind item 1) 
Vic { re t \ a ( » Der Ihh Chenp | ( ( aot Thre 
Su ep Buvers rensoned that if one merchant could sell it 
Vee) e Ostahntia \ } O\ 1 prey ously aavert sed, t | ! the rye 
erchants who sold it previously di manufacturer must have 
been making an excessive profit at the expense of the consume (4 ’ 
tentinn mipetition among large retailers of the item would precipi 
fate yp! . i \ I} would result ! fut ier contraction of he fo 
rer’s number of outlets 
| eortl Lr SOL Ce i vateh, a name brand item 
\ eX ( y Po} rsevera ‘ l i"oO lt WAS A ery ery 
t 1 1c % nally adver t ls ‘ling for Sl and the 
1 becume part of the name. Some retailers throughout the coun 
to use the Ingersoll watch as a loss-leader. Lhey began 
for less than a dollar. 7 price went down and down as I 
CO) ‘ nereased, u lity s finally selling for 57 cents. far below Fs 
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fair trade does protect him against the evils of loss-leader selling and 
the nossible destruction of his product and his business through price 
eutt ’ 
Fairtrade | efits thes il] retailer by acing him onan even foot 
il] other retailers of the same item. large and small. His 
1) 0 ol prot fixed to yield ! i Tair retul 1 and he is protected 
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from destructive competition from othe elt be able to afford 
to nse the item as loss lender 
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act. price maimmtenance contracts would be ille@al. Ay \ 


{ 


the part of a manufacturer to enforce such a contract 





merce would be enrome d. The manufacturer or anyole 


else attempting to enforce the contract would be subject to civil and 


riminal penalties, and no court would enforce it. kixinge minumun 
pl like other types of price-fixing, was illegal per se under the 
~ } \ { 
| Ol1l.the Supreme Court coi dered { 1 question ot resale pl ct 
nance agreements in the ease of 7. Wiles Medical Co. v. Park A | 
mnt held thei leon] under the Sherman Act Phi 
volved a suit ! wht agaist a no oner,. The Court held i 
ry 0 tin 1 isa “contract 
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r the She i] \ct s ee 1937 heeause of enforcement oO! 
11 rains hol eners This does not appear to have 
) ! a] tC ¢ the part of that agency, It has heen fully aware 
O port of e Miller-Tvdings Act. In hearines before the 


Pemporary National Economic Committee, Assistant Attorney Gen 
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eral Thurman Arnold called for repeal of the NI er-Tydings Act 
cause it made legal the nonsigner provisions of the State fair trade 
aws. 
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Elimination of price competition at the retail level may, of course 
sult if a distributor successfully negotiates individual “vertical’ 


> 


thall his retailers. But when retailers are forced to abandon price 
n, they are driven into a compact in violation of the spirit of the 
proviso which forbids “hori ontal” price fixing 
\ real sanction can be given to the prohibitions of the proviso only if the price 
maintenance power granted a distributor is limited to voluntary engagements | 
CGtherwise, the exception swallows the proviso and destroys its practical! 
el Il ehness ' 
Th ontrary ¢ on would have a vast and devastating effect on Sherman 
Let Nicies If it were adopted, once a distributor executed a contract with 
i Single retailer se the minimum resale price for a commodity in the State 
her retailers could be forced into line Had Congress desired to eliminate I I 
the consensual element from the arrangement and to permit blanketing a State j 
with resale price tf ng if only one retailer wanted it, we feel that different | 
measures would have been adopted—-either a nonsigner provision would have 
! ded or resale price fixing would have been authorized without more | 
C's ! the words used connote a voluntary scheme Contracts or agreements 
lea of cooperative arrangement, not a program whereby recalci 
ed by the heels and compelled to submit to price fixin a ee ' ) 
\\ de that Congress carved out the vast exception from the | 
_ n Act now elaimed only if we were willing to assume it took a devious 
I i vet failed to make its purpose plain 


dissenting Opimion Was submitted by Justice Frankfurter, in 
which Justices Black and Burton concurred. Justice Frankfurter 
“sip s 


sul irized his objections to the Court’s decision when he said: 
Every e of the 42 State acts which the Miller-Tydings amendment was to 
uy the acts on which the Miller-Tydings amendment was to place a 
p of approval contained a “non-signer” provision As demonstrated by 
experience in California, the State acts would have been futile without the 
! ner” clause The Court now holds that the Miller-Tydings amendment 
du ‘ er these “non-signer” provisions Not only is the view of the Court 
he words of the statute and to the legislative history, it is also in 
h the interpretation given the Miller-lydings amendment by the 
Feder le Commission, by the Department of Justice, and by practically al 
1 rs ffected by the “fair trade auws Where both the I 
W if a statute and its legislative history clearly indicate the purpose i 
Congres t should be respected. We should not substitute our own notion of 
{ ngress should have done 
Tue Prick War 
Supreme Court’s decision in the Schweemann case was a 
} ( May 21, 1951. On May 29, the R. H. Macy Co. of New 
Yo. the world’s largest department store, announced in full-pag: 
} per advertisement that it wa reducing Its prices on 5.978 
Pl fixed items by 6 percent. The advertisements referred to the 
Supreme Court’s de on in the Schwegmann case and said that the 
| lc] orhnel tems to thi Se being reduced in price. Maev’s 
competitors annou | that they would meet the reductions. 
1) l | follo VIN o Week ~ ile nh New \ ork departinent spore 
( percent, Lhe new papers earried daily accounts of the 
}? ry} ( f the pr e War. (See table I.) Department stores a ided 
f Ot ile ‘lerk and “COMMPALTISON shoppers” to meet the com 
} ! Phere vere CHO! oft shoppers injured in the rush to buy 
1 ' - : 
posted changing prices on bulletis hoards. i 
| 5 ) »l ct largely lt household apphances, drugs ' 
eli peclaivies, mM ns clothing, ind aleoholi beverages, The 
m Mixmaster. listed at the fair ti ide price of 346.50, was selling 
| is Ly TOW the \\ hye I sale price, A best 
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campaign by buying from independent Jobbe1 

Small retailers complained that they were losing all of their bu 
ness to the stores involved 1 the Ile \ r. | 5 reported that 
NIacy’s, which normally ol > Del ! ot t! \I xX | ! Ne \ 
York, sold 56.2 pei t during the 10 weeks following the start of 
Its price cutting. Abraham & Strau . a cr{ Bn ( qaepartimel 


store that normally sold 2.5 percent of the Mixmast: Brook 
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CuHuart I. Price War—Its Effect on Six Items 
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Dun & Brapsrreet SURVEY 


The effects of the New York price war on small retailers was brought 
forcefully to the attention of your committee. Independent mer- 
y the se o for 
assistance, They told of the effects the price War Was havi ON) t! ell, 
how they were losing trade, and how the |: 
winning a monopoly on sales of many items. They reported that, 
unless the price war ended, many ot them would be forced out of 
business. 

By the time the price war had made evident its effects on small- 
business men, however, reports coming to your committee indicated 
that the war was subsiding. In the 3 weeks following Macy’s an- 
nouncement of its intention to cut prices on fair-trade items, most of 
the popular items were out of stock and the manufacturers had made 
ood their threats to withhold further deliveries to the price cutters. 
n addition, the initial rush to buy the bargains appeared to have let 


chants and storekeepers by the score came to the conmiumittee askin 


irge department stores were 


cr 
up. The original dem a had be en satished and customers no lor ver 
seemed SO eager tO buy. 
» , ] 7 ] , 1 1 
Recognizing the con Inuing danger of price wars, however, and cog- 


nizant of the possibility of then Spl ading to other sections of the 
country, the chairman of your committee met with the chairman of 
the Joint Committee on the Kconomic Report na conference with Mr. 
A. D. Whiteside, president of Dun & Bradstreet, Inc. As a result of 
the conference, Dun & Bradstreet undertook a survey) of the principal 


trading centers of the country to determine the scope of pr 


ice Cutting 
The main portion ot tne survev covered the pNer1loqd fro} | \i iV ZO. the 


{ 


' , 1 ' e¥ : ; 10 
qday before \i wy mnounced Ls pl ce uts. to June if, VW en the price 


war appeared to have subsided. A follow-up survey was conducted on 
June 25 to test the trend in price cutting. 

‘he survey sought to determine the sections of the country where 
price cutting was in effect, the number of stores in each community 
involved, and the lines of merchandise in which reductions were being 


made. 

The survey indicated that from May 28 to June 16, some 825 stores 
in 43 of 123 trading centers had set prices on one or more items of 
merchandise below the resale price recommended or set by the manu 


facturers of the merchandise. With few exceptions, only a small 
t 


! umber of stores were reported e! gaged it price cutting In any one 
of the 43 cities. Only eight cities reported 10 or more stores cutting 
prices below the manufacturers’ resale prices, and 2O ties reported 
less than four stores cutting prices. (See table IT bel 

9°74) 
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Light electric household appliances were found to be the items most 
commonly sold at the lowered prices. Next in order of frequency of 
sales were cosmetics and drug specialities, heavy electric household ap 
pliances, men’s wear, and alcoholic beverages. (See table III below.) 

Line of merchandise Cities reporting 


price cutting 


It was interesting to your committee to note that although a total 
of 825 stores were reported to have cut prices on fair-trade items, 
there were approximately 77,200 stores in the survey cities which 
might be said to handle one or more of the lines of merchandise 
affected by the type of price cutting reported in the survey. Table 
IV shows this breakdown in the stores surveyed. (See table 1V 
below.) 


sus of Business, 1948: Retail Trade. 


The committee was also interested to note that there was no cleat 
geographic clustering of communities engaging in price cutting. The 
survey showed, for example, that several major communities in the 
neighborhood of New York, including Albany, Hartford, Trenton, 
and Philadelphia, reported ho price cutting in stores in those com 
munities between May 28 and June 16. Table V sets forth complete 
statistics on the results of the Dun & Bradstreet survey. 
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tot had © 


TABLE V.—Price cutting of fair-traded 


merchandise, May 28 to June 16, 1951 


[In 128 cities of the Ur 


| ) 
Akron, Ohio 


=. 
Butte, Mont 
‘anton, Ohio 
‘edar Rapids, 


larieston, & 


‘incinnati, Ohio 
Neveland, Ohio 
‘olumbia, 8. C 
lumbus, Ga 
olumbus, Ohi 
dallas, Tex 
avenport, Tow 
Yavton, Ohio 
Denver, Colo 
es Moines, | 
etroit, Mich 
Jubuque, Low 
duluth, Minn 
“1 Paso, Tex 
rie, Pa 
vansville, Ind 
irgo, N. Dak 
‘ort Wayne, Ind 
ort Worth, Tex 


icon, Ga 

idison, Wis 
lanchester, N. H 
Mempt enn 
Miami, Fla 
Milwaukee, Wis 
Minneapolis, Minn 
Mobile, Ala 
Nashville, Tenn 
Newark, N. J 
New Haven, Conn 
New Orleans, La 
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TABLE \ Price cutting of fair-traded merchandise, May 28 to June 16, 1951— 
Continued 


\ second survey, conducted by Dun & Bradstreet on June 25 and 26 
ie same 123 cities covered in the first survey, indicated that since 
16 there had been no significant increase in the cutting of prices 
below resale prices set by manufacturers, Five cities 1) which ho price 
a had been reported as of Ju e Lo. reported one or more stores 

in such price cutting after June 16. Two additional cities 


reported nereases in the number of stores participating in price cut- 


total number of Stores involved in each city was only two, 


it Was reported that pri e cutting, reported as of June 16, 


i 
scontinued in three cities and. in three additional cities. 


I 


stores engaged in such practices had been reduced. 
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On the basis of the Dun &-Bradstreet survey, your committee con- 
cluded that price cutting was on the wane as of the end of June. A 
close watch was kept on the situation throughout the balance of 1951 
and no significant trends toward extension of price cutting were noted. 
Many of the leaders in the caanpasen to cut prices were quoted during 
the latter part of May and early June as being op cage in principle 
to the loss-leader type of ret: ailing but stated that the lead of others 
forced them into the pri ‘e war. They expressed r ehef when the price 
war t ipe ‘red off, Many of the large de ‘partment stores which were most 
active in the price war, including Macy’s of New York, later signed 
 aapaiieinbttiitts agreements with manufacturers and thus in effect 
admitted the efficacy of fair trade. As of year’s end, pric f fair 
traded items had for the most part been restored to their ‘evious 
levels and the threat to small retailers had diminished 
being at leas 

New Fair T 


Friends of fair t) ide were 
Court's decision in the hwegmat 
Wars that followed They recog) 
decision had practically null 
legislatures of 45 States in tl 
the nonsigner clauses of t! 


commerce, the statutes were 
sured by the collapse of the 


a continuing danger tothe air-trade movement 


the loophole created by 
decision. 

A large segment of the all isiness commu? 
tional Association of tal eists. drafted 
restore fair trade to full effectiveness. Sponsors 
John A. McGuire, the bill was introduced in Ho 
proposes an amendment to the Federal Trade omu 
would validate the oper ition of minimu 
distributors selling trade-marked brat 
McGuire bill has been referred to the 
merce Committee of the House Llthoue 
ship of the NARD., the bill has t] 
groups including the retail jewelers, booksel 
ware dealers, auto WUECeSSOLY dealers, : and apy pl 

The American Fair Trade Council, Ine., a 
cates made up largely of manufacturers 
announced its intention to submit a se] 

1952. Their bill Is aimed at amenaing the 
provide in part that ho one outs de of a fan 
for sale, or sell. or deliver In any such State, T 
of Columbia, ‘uy produ t in interstate comn 
he fair-trade price lawtu 


INCLUSIONS 


l 


The events of the past vear 1n the field of fair 
of grave concern to your committee. In particular, 
decision and the ensuing price wars were viewed as 
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mendous import to small business. Had the price wars continued, 
they could have done incalculable harm to countless small businesses. 
The memory of the early 1930’s and the great numbers of small, inde- 
pendent concerns that were then lost to the economy directly as a 
result of similar price wars is still fresh. The possibility is strong 
that the damage to fair trade wrought by the Schwegmann decision 
might well precipitate similar business failures should our economy 
suffer a sudden reversal. 

Business Week magazine summarized the situation in an article 
published in its June 16, 1951, issue. Noting the progress made by 
small retail merchants in the past decade and the factors contributing 
to that progress, Business Week said: 

Fair trade has also been another major prop for the small, independent mer- 
chant during the past decade. This has been particularly true in the drug and 
jewelry businesses, Under the fair-trade umbrella, the small merchant has been 
protected from price cutting and provided with a healthy mark-up 

The end of fair trade on a national scale now throws this advantage into 
reverse. How much it will hurt the small retailer remains to be seen, But it’s 
sure to leave its mark. 

Your committee is hopeful that the members of the business com- 
munity will recognize their responsibilities in this situation and that 
they will realize the dangers inherent in loss-leader selling and cut- 

throat competition, that they will realize that such practices can 
result only in damaging the whole economy. It is not only the small 
independent merchant who suffers in a price war. The manufacturer 
and the consumer also suffer. And the leaders of price-cutting cam- 
paigns should realize that injury to other segments of the retail 
trade cannot benefit them. Gains realized from loss-leader selling 
are short-lived. The practice is a vicious one and defeats itself. No 
merchant, no matter how large. can afford to continue loss-leader 
sellin Vg indefinitely. He must engage in other practices in order to 
recoup his losses. And such other practices of necessity require that 
he sell other merchandise at high profits. The consumer must sooner 

later discover the fallacy of the loss-leader selling technique, and 
then the retailer loses the good will of his customers and their patron: 
age. The good sense and recognition of their responsibilities should 

pel the overwhelming mass of the business community to the logic 

{1 wisdom of fair trade. 

Your committee intends to keep a close watch on fair trade during 
gm ionths It will scrutinize closely the efforts of the busi- 
ness comm unity to ‘police itself. It will also be vitally interested in 
the progress of pending legislation on fair trade. The advantages of 
fair trade are evident, and your committee will be awake to any op- 
portunities in the legislative field that would renew the stability and 
security of small business. T he Nation’s ec onomie well-bei ng de pe ends 
to a large extent on the vitality of America’s small businesses. Threats 
of price wars must be eliminated if that vitality is to endure. 


the comin 





CHAPTER XI 
NEWSPRINT 


The subject of newsprint first came to the attention of the com- 
mittee in the fall of 1950. While on a tour of Minnesota, Senator 
Hubert Humphrey received complaints from the publishers and edi- 
tors of a number of small-town weeklies that they were unable to 
vet an adequate supply of newsprint, and he suggested to Chairman 
John Sparkman that the matter should be investigated by the com- 
mittee. At about the same time Se nator Leverett Saltonst: ill received 
nformation indicating that the rise in the price of newsprint was 
threatening the existence of numerous aaa dailies and weeklies in 
New Ienegland. Similar reports were also received by other senators. 

In response to these various reports, the committee authorized the 
appointment of a Newsprint Subcommittee, and Chairman Sparkman 
appointed Senator Humphrey (chairman), Senator Guy Gillette, 
Senator Lester Hunt. Senator Saltonstall, and Senator James Duff 
is a subcommittee to investigate the subject. Counsel was obtained 
for the subcommittee, and a preliminary survey was decided on to 
determine the scope of the problem and the available sources of 
nformation. 

The first significant fact discovered by the 
the problem Of & newsprint shortage was one of 
problems. Even before the Revolutionary War 
newspaper in Williamsburg, Va., had thought it ne 
hisown mill] in order to insure himself of an adequate sup pl \ ot paper. 
\ study of congressional sources cis losed that from 1904 to 195] 
there had been at least 21 separate Investigations of the ne wsprint 
problem by various congressional committees, Fron the end of 
Work | War LI. Coneress had peenh continuously Concer!) ed iout 

ibject. and during the Kighty second Congress ther vere 

ther comm ittees looking into various aspects of the matter. 

In these circumstances, the subcommittee decided that the most use- 
ful approach would be first to survey the significant facts and conclu- 

ons to be learned from prior investigations. This was done, al d 

preliminary report summarizing the information secured by the 
ubcommittee was prepared and issued. A list of sources, references 
o the sources, and a statistical table of relevant data about ne Wwsp — 
vere included in the report. Omitting such detailed material, the 
basic information, secured by the subcommittee, much of which ian 
heen previously reported, is as follows. 


NEED FOR NEWSPRINT 


Newsprint, as the name implies, is the paper on which newspapers 
ire printed. It is distinguished from other kinds of papers in several 
respects, in its physical characteristics, its size, and in being the 


997 
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heapest grade of printing paper made. It can be, and is, used for 
printing other things than newspapers, such as certain types of cheap 
books and magazines, but these uses do not take a large amount of 
the paper. On the other hand, there is no substitute for newsprint 
in the publication of a newspaper. Without newsprint a modern 
hewspaper Cannot be published. As Congressman MeKinnon test 
fied, “I do not think there is any doubt in anyone’s mind that tradi- 
tional freedom of the press —and, by that, | mean a free opportunity 
for al yone to engage mM the pub lishing business- -1s dependent upon 
an ample supp ly of newsprint at a reasonable price level.” The con 
cern engendered by this de ‘pendence was well expressed by Senator 
Capehart in opening a Senate investigation of this subject when he 
declared, “We would not permit the free press of America to be 
strans gled by any other means, We dare not permit it to be strangled 
by t » lack of newsprint, 

The dependence of newspapers upon newsprint is enhanced by 
certain peculiar factors. News is itself a highly perishable com 
modity. It cannot be anticipated and it cannot be stored, Thus 
hew papers must be published continuously and on schedule, if they 

to be published at all. They cannot be stockpiled in advance; 
lication cannot be postponed, and lost production cannot be re- 
iter. On the other — newsprint itself is difficult and 

ve to store. It deteriorates if kept for long periods, and it 

LK that stor: we of a very large quantity is not practical. 

sarge newspapers will normally stockpile enough newsprint to pub- 
ish for about 1 to 2 months. ‘Thus the requirements of publishing 
demand a substanti ally continuous flow of newsprint from the mill. 
Fortu ate ly this matches the operation of the mills, as the manu 
f ¢ is a continuous flow process and the mills generally do 
not have the facilities for warehousing large amounts of finished 
new: 


acturin 


‘orollary of this relationship, any interruption in the flow of 

newsprint to the publishers a. any diversion or shortage in supply is 

felt very quickly, particularly by the smaller publishers who do not 

storage facilities equivalent to those of the large publishers. 

‘an be no doubt that since the end of the last war the smaller 

publishers have felt the newsprint supply to be inadequate, and even 
critically inadequate. 

Congress has received a spate of unsolicited comp ylaints about both 
the shortage of newsprint and the a ice which must - paid in order 
to fill pressing needs. Inquiries and investigation by the subcom- 
mittee have indicated that nearly - memapepe rs have felt some effect 
of the newsprint shortage: that a significant minority have suffered 
serious effects, and that, in cae the smaller papers have been 
more seriously affected than the larger papers. A detailed analysis 
of a survey conducted by the subcommittee is now being prepared, 
and it is hoped that specific conclusions may be announced later. It 

d. however, that indicative of those who appear to have 

‘most from a lack of newsprint are publishers of the news 
pape ivie groups ” hho unions. civil-service pcuree trade 
eroups, small ieee religious organizations, Protestant. Catholic. 
and Jewish, Negro publications, veterans’ organizations, cooperative 
orenanizations, and fraternal organizations. There have also been 
complaints from mag razine publishers, including the publishers of 
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comic books and detective story magazines, However, most of the 
complaints represented by the testimony in the hearings previously 
he ld and by the corresponde nce received by me »mbers of the Senate 
Small Business Committee have come from the publishers of small 
daily and weekly newspapers of general circulation, and of special 
group ne Wspape rs such as the Catholic and the Nevro press. 

There is ample evidence that the scarcity of newsprint has worked 
a real hardship On many pu blishers. ‘There was te stimony that no 
newspaper in the United States has been forced t » Suspel d publica- 
tion solely because of lack of newsprint. Still it is cleus that scarcity 
of newsprint has been a contributing factor in a number of news- 
papers deaths. Of equal, or greater, significance, it appears to be 
well established that it is impossible to start a new newspaper under 
present conditions because all of the available supply of newsprint 
Is being’ channeled to existll or publications. These facts seem To 


render less extravagant the complaint of one small publisher that 


“Freedom of the press IS absolutely dead under present conditions 

There have been fewer complaints from the large than from the 
small publishers. ‘There are a number of reasons for this. First, and 
most obvious. there are far fewer large than small publishers. some 
of the largest have an interest in newsprint mills; and, in any event, 
the large pub lishers are vetting the oreat bulk of the ne Wwsprl that 
is being produced. Practically all re large publishers have contracts 
directly with newsprint mills, and there is a definite indication that 
they are very hesitant to jeopardize their relatively favored position 
by giving testimony that might antagonize the newsprint manufac- 
turers. Nevertheless, even some of the largest publishers have stated 
off-the-record that they are seriously worried about the newsprint 
supply. 

CONSUMPTION OF NEWSPRINT 


The consumption of pili. hy in the United States 
steadily through the years, and has shot up since tl 
war. In rounded hidapes, the total consumption of 
country has increased like this: 
1910—Shghtly over | million tons 
1920—Slightly over 2 million tons 
1930—A bout 314 mill on tons 
1940—About 384, million tons 
1945—About 3 » million tons 
1950—Nearly 6 million tons 
Final figures for the 1951 consumption of newsprint in the U1 ited 
States are not available at the date of this writing, but preliminary 
estimates indicate that 1951 consumption will be approximate a the 
same as 1950 consumption. Although there may be some small in- 
crease in the actual consumption, it seems apparent that the rate of 
increase in the consumption has leveled off during the vear. Never- 
theless, we are still faced with two important questions: Where does 
the newsprint go? and, What has caused the tremendous postwar 
increase ¢ 
There is one answer to the question where the newsprint goes that 
is fairly easy to give—it foes mainly to the daily newspapers. In a 
rough breakdown, 85 percent goes to the daily newspapers; 6 pe reent 
goes to the commercial printers and the publishers of magazines, 
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books, and miscellaneous; 7 percent goes to the Federal Government 
and foreign-language newspapers; and 2 percent goes to the weeklies. 

While the Federal Government itself is a large user by individual 
standards, it is a negligible factor in the total situation. In the 
breakdown given above, based on WPB figures, classification of Gov- 
ernment and foreign-language papers is largely the latter. The Gov 
ernment Printing Office uses about 3,000 tons of newsprint annually, 
which amounts to just over one-twentieth of 1 percent of the total 
national consumption. Of the total amount used by the Government, 
approximately 50 percent is used for the Congressional Record; about 
18 percent for the Federal Register; and the rest for miscellaneous 
uses, including, largely, income-tax instructions and forms. 

So far as newspapers are concerned, the weeklies (or the nondailies) 
are really the small business of the field. Although there are about 
9,000 weekly newspapers in the United States, it takes, in the aggre- 
gate, a total of only about 75,000 to 100,000 tons of newsprint to 
supply all of their requirements. This represents less than 2 percent 
of the total national consumption. The requirements of the weeklies 
are so small, relatively, because their individual editions are smaller 
than those of the dailies, because they publish less frequently, and 
also because their total circulation is one-fourth that of the dailies. 
In 1950 the total circulation of all the weeklies was just over 13 million, 
and all the dailies was just over 52 million. 

While daily papers are more expensive to publish than weeklies, it 
should not be inferred that all daily papers are big businesses. On 
the contrary, the majority of them are relatively small. There are a 
total of approximately 1,500 daily newspapers in the country, con- 
sidering morning and evening papers published by a single enterprise 
as one paper. If morning and evening editions published under 
ommon ownership are considered separately, this number is increased 
by about 250. Of the 1,500 daily newspaper enterprises in the coun- 
try, over 60 percent have total circulations of less than 10,000; over 30 
percent have total circulations of between 10,000 and 100,0000; and 
only about 100 enterprises, or less than 10 percent have circulations 
over LOO,000 daily. 

Of the total $5 percent of the newsprint used by the dailies, the 
smallest 1,100 dailies take less than 10 percent, and the 400 largest 
dailies use the other 75 percent. These 1,100 smallest dailies each use 
less than 500 tons of newsprint annually. On the other hand, the 
200 largest metropolitan dailies used 68 percent of the total of 85 per 
cent of the newsprint used by dailies and each uses more than 5,000 
tons of newsprint annually. Put in another way, of the total news 
print used by daily newspapers, the 60 percent of the newspapers 
which are the smallest use less than 10 percent of the newsprint, while 
the 10 percent of the newspapers which are the largest use more than 
60 percent of the newsprint. It has been testified that 50 buyers ac 
count for approximately 70 percent of the newsprint consumed in this 
country. This is not inconsistent with the other figures given above, 
as these buyers are those who purchase for chains of newspapers which 
include many of the large metropolitan dailies comprising the 10 per- 
cent of the newspapers which are the largest. 

The relationship between the large and the small dailies may, per- 
haps, be better illustrated by more concrete comparisons. The main 
section of the New York Times for one Sunday edition takes about 
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1,300 tons of newsprint. This is enough to publish the ordinary small 
daily for 3 years. The editor of a smi all nondaily testified that the 
newsprint consumed in publishing one 7-column ad (shghtly less than 
a full pagé) for a New York store in the New York papers for 1 day 
would keep his ta lication going for 6 months. Similar comparisons 
can readily be worke dl out * the basis of the circulation figures given. 
Asa rough rule of thumb, 1 pound of newsprint will make 70 to 75 
normal ne Wspaper pages. 

The question as to what has caused the increase in newsprint con- 
sumption can be answered essentially in two wande: advertising and 
cre ulation. Most Inportal t. of COUTSe, has been the increase in ad- 
vertising and circulation of the large dailies. From 1945 to 1950 they 
increased their circulation over Lo pereent, During the same per iod 
their advertising volume increased over 60 percent. Their average 
number ot pages has increased similarly. The average size ot a daily 
newspaper during the 5-year period from 1936 to 1941 was 27 pape 
weekdays and 83 pages on Sundays. The average size of the dailies 
during the year 1949 was 34 pages on weekdays and 107 pages on Sun- 
days, These increases have been reflected 1 In the use of ne wsprint. 
From 1945 to 1946 alone, the large dailies increased their newsprint 
consumption by more than one-fourth. More startling is the long 
range projection of consumption fieures. Krom 1880 to 1950 the pop 
ulation of the country increased threefold; newspaper circulation in 
creased 15 times over: but ne wsprint consumption me reased by hfty- 
eight-fold. The per capita consumption of newsprint In 1910 was 
about 25 pounds. By 1923 this had increased to 50 pounds : and from 
1923 until 1945 the per capita ficure was in the forties or fifties, ex- 
cept for 1929 when it hit 62. After World War II this figure began 
to Jump, and by 1947 it was 66; in 1948 it was 70; in 1949 it was 74; 
and in 1950 we consumed —_ 78 pounds of newsprint per person 

Paradoxically, the increase in circulation of the daily papers has 
been a concomitant of a decrease in the number of papers. From 1929 
through 1944 while circulation was increasing more than 16 percent 
the number of daily newspapers decreased more than 10 percent, 
approximately 200 newspapers having suspended publication or hav- 
ing been merged with other papers during that 15-year period. The 
result has been the nearly complete elimination of competition from 
the daily newspaper field. By 1945, in the cities having daily news- 
papers, there was a competitive paper in only 8.4 percent, or in about 
125 cities. During a similar period the number of weeklies also 
decreased, although not quite so muc hy in proportion. 

The American Newspaper Guild, after an extensive study of the 
subject, reported that, “In the United States re newsprint situation 
is one of the major factors in the decline of the competitiv , e press.” 
However, the American Newspaper Publishers Asoasianlins which 
represents primarily the largest publishers, takes issue with this con 
clusion. It stated, “The publishing of a newspaper is a business and 
there must be more income than expense to remain in business. Wage 
rates, shortened hours, and lessened production per man-hour are the 
major factors in forcing mergers and discontinuance ot newspapers.” 
To some extent, at least, the dispute is a matter of terminology and 
viewpoint, as an examination of cost-analysis a makes it obvious 
that all publishing expenses have inc ‘reased, thereby contributing to 
the difficulty of staying in business. It is clear that one of the major 
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increases in newspaper costs has been the cost of newsprint for those 
publishers who have been able to get it; and that simply getting news- 
print has been a major problem for other publishers. The evidence 
establishes that newsprint shortage and cost have both contributed to 
newspaper deaths. The relative importance of the various contrib- 
uting causes is, at best, difficult to measure. 

It is plain from these figures that the present trend among news- 
papers is toward fewer papers, bigger papers, and larger circulations. 
The inereasing consumption of newsprint cannot be ascribed exclus- 
ively to advertising, circulation, or newspaper size as they are all 
interrelated. Larger circulations beget more advertising which, in 
turn, makes possible and also requires, more pages. It should be kept 
in mind that the usual division of content in a ne wspaper is, roughly, 
10 percent editorial matter and 60 percent advertising. Thus in- 
reased circulation and increased newspaper size both show an In- 

eased use oft hewsprint for advertising purposes also. ae to- 

ier with the figures of advertising linage, these facts appear to in- 
that the greatly increased newsprint consumption since the 
if the last war is primarily the result of an increase in newspaper 
A corollary of this conclusion was suggested by the pres- 

' largest paper company that “if advertising fell off 

*10 percent we wou Id have newsprint coming out of our ears.” 

Ti is clear that there is also a shortage of newsprint in the world 
market, whi h is increasing because of the increase in literacy and the 
resulting increase in demand for newspapers. It is impossible, how- 
ever, to make any close statistical comparisons between the United 
States and the world market for sever: al reasons. There are not com- 
parable statistics for the rest of the world. to begin with. Further, 
econom. conditions are not comparable, ( anada Is by far the largest 
producer of newsprint in the world, and the rest of the world is not 
able to compete with the United States in buying Canadian products. 
It was testified that the price of newsp rint in the world market was 
FO percent above the New York City a In addition, here are 
political restrictions and rationing in torce in many other countries. 
Canada itself has adopted a plan for Ghimaheaeniea’ allocation in the 
export of newsprint, although it a not appear that the powers of 
allocation have been exercised yet in any manner that might signifi- 

v change the economic sciaeia The conclusions remain first, 

the United States consumes the greater part (6: . pe reent) of the 
world’s newsprint; and second, that the world dem: and is oreater than 
the world supply. Since newsprint is assuredly one of the major 
weapons in the war for men’s minds being waged in the world today, 
these facts sharpen thr » problem pos sed | Vv our domestic consumption 
and needs, 


Tre Distrinution oF NEWSPRINT 


pattern of newsprint dis tribution throughout the world IS Aa 

‘ly simple one—most of it is manufactured in Canada and used 
United States. For a ae of years Canada was the only 

on producing more than a million tons a year, and it has been 
produ me in the nela@hborhood of 5.000.000 tons a year. The United 
States has been the only nation consuming more than a million tons 
a vear, and it has been consuming about 5,000,000 tons. Newsprint 
is Canada’s largest export; and 90 percent of it is exported to 
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the United States. Newsprint is our second largest import (cotlee is 
the largest), and SO percent of it comes from ( anada, We Import 
slightly less than 5 percent ot our hewsprint trom Europe and manu- 
facture the rest ourselves. 

Next to Canada, the United States is the largest producer of news 
print, followed by the United Kingdom and the Scandinavian coun- 
tries. Russia may produce il substantial] amount, but precise fivures 
are not known. In any event, 1€ 1s clear that Canada prod ices more 
than half of the world’s production. The United States imports some 
newsprint from the Un ted Kingdom, but that country miports more 
than it exports, so it cannot be regarded as a very promising source 
of supply. The part of our newsprint supply which we get from 
Europe comes principally from Finland, Sweden, and Norway, which 
are exporting countries of this commodity. On the other hand, the 
United States itself exports a small amount of newsprint each year, 
principally to the Philippines and Mexico. Our exports amount t 
about 4 percent of out prod iction and to about seven-tenths of 1 
percent of our consu uption, Newsprint has been admitted auty free 
into the United States since 1911, and is the only type of paper which 
is not subject to a tariff duty, Although only “standard newsprint 
paper” is admitted duty-free, there is no requirement that it be used 
for heWspaper purposes aitel lmportat on into this cou try. 

$v established trade usage the larger newspapers buy newsprint 
directly from the manutacturn a mills, while the smallet papers buy 
through dealers or jobbers, or from their printers. The basis of differ 
entiation is that the papers large enoug! 
25 tons) buy directly from the mill, w 


jobbers. As a result, most newspapers with circulations of over 10,000 


17 
ah to buy in carload lots (about 
; 


ile the others buy through the 


I I 
usually have contracts directly with the mill. The mills tend to favor 
their larger accounts: and, consequently, the newsprint shortage is 
much more serious for the small papers, which have greater difficulty 
in securing even their small requirements. It was testified that no 


newspaper buying directly from t 

because of lack of newsprint: and that the problem of newsprint dis 
tribution is chiefly that of the small publisher who DUY througn a 
middleman. There was ev) 
print sometimes passed through the hands of several speculators be 
tween the mill and the user. This produces a spot market, sometimes 
referred toasa black market. in which the price has cone substanti lly 
above the eurrent mil] price and there has been what ~ commonly 
called profiteering. Even the Federal Government has found itself 
forced to pay more than the normal mill price in order to meet its 
requirements. The newsprint manufacturers have apparently taken 
advantage of their dominant position in recent years to demand long- 
term contracts with open-price provisions from the publishers who 
do buv directly from them. The effect of this iS. ot course, furthe rto 
freeze the existing pattern of distribution, as the publishers with such 
contracts are assured of a relatively adequate supply. while it becomes 
increasingly difficult for the smaller publishet S to secure new Sp nt on 
the open market. 


ne milil had been in serious distress 


evidence that in a shortage situation the news 


PropUcTION oF NEWSPRIN' 


The art of making paper from fibrous matter is at least as old as the 


Christian era, and was probably practiced by the Ch nese earlier 
than that. The first pape r mill was established in Amer a4 1n L600, 
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and a number were set up early in the eighteenth century. The 
paper famine caused by the cutting off of imports during the Revolu- 
tionary War resulted in the establishment of 80 or 90 paper mills in 
the U nited States by the end of the war. Paper manufacturing was 
protected in the first tariff, and by 1819 there were more than 200 
mills in operation in this country. 

The basie method of making paper has changed little over the 
centuries. Essentially it consists of beating cellulose fibers in water 
so that they form a wet pulp of adequate cohesive quality, then 
spreading and permitting the pulp to dry in a thin even layer. oe 
was done by hand until 1798 when a paper machine was invented i 
France, which was introduced to England a few years later by Henry 
Fourdrinier, after whom the machines are now called. The machines 
gave impetus to the industry by making the process a continuous one 
and allowing paper to be made cheaply and by the roll. 

Ina modern paper mill the breaking and beating of the raw material 
is done by knives on a bed plate and a revolving drum. The paper 
machine consists of a “pond” of wet pulp which flows onto a continuous 
vire-mesh cloth band, which may be from 70 to 240 inches wide. The 
thin sheet of wet pulp then passes through various rollers, over heated 
eylinders, and through vacuums in order to dry. As it is desirable to 
dry the sheet slowly, and as modern machines run at high speed, a 
very large numbers of rollers and drying cylinders are used. The 
ee also perform auxiliary processes such as tinting, sizing (sur- 
ers mading, and calendaring (glazing) on the pulp or paper. 
Contrary to popular impression most papers are tinted by the addition 
of some coloring matter, as even bleached pulp retains some residual 
yellow color by itself. Newsprint pulp is tinted by the addition of 
red and blue coloring matter to make it a neutral gr av which is 
nearly white; but it turns yellow again in a relatively short time. 
Newsprint machines handle sheets from 160 to 240 inches in width, 
and run ofl paper at the rate of 550 to 1.200 feet a minute. Rags. 
and similar materials, were used for making paper until about 1880, 
when wood began to be used as a raw material. The manufacture of 
newsprint first became a specialized busines, as distinguished from the 
manufacture of other types of paper, about 1910. At the present time, 
newsprint is ordin arily made from 80 to 85 pe reent eround wood pulp, 
which is pulp that has been eround mechanie ally, and from 15 to A) 
percent of chemical wood pulp,” which is pulp that has been prepared 
chemically. 

Hemlock, fir, spruee, and poplar are the trees that have been fur- 
nishing the wood pulp from which newsprint is made, and there seems 
to have been a general impression that other kinds of wood are not 
suitable. However, in 1940 southern pine was first used and it has 
been producing a satisfactory newsprint since that time. 

There has not yet been commercial ee of newsprint from 
any other raw material than wood pulp, but research has indicated 
that many other materials may be suitable for such production and 
there has been experimental production of satisfactory newsprint 
from several other raw materials. Among the materials that appear 
to be suitable for newsprint production are bagasse, waste paper, straw 
and cornstalks, cotton and cotton stalks, hardwood, logging debris 
and sawmill waste, sawgrass, bamboo, rice straw, certain semitropical 
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plants, and other similar substances. The most promising prospect 


for the manufacture of newsprint from some material] other than 
wood pulp appears to be the utilization ot bacasse (the refuse of 


sugarcane or sugar beets after extraction of t hie luce). Although 
not vet produced Ih comn ereral quantities, reports of tests 1} dis ite 


that newsprint from bagasse js of a quality suitabl 


e Tor comMmmere l 


use, 
Thin san a Pie tial at a Kops ; : ins : ; . : 
ne record o Hhewsprint procure on in the T hnited States has hee i 
venerally declining one. In 1910 there were fo newsprint n - pro 
: ‘i : °1) . 1 : a 
ducing over a million tons a vear, which was then equal] to our national 


‘onsumption. A tendeney toward fe wer and larger mills. which w 
thought to be more efficient and economical 1 operation, res ilted 


na recluction of the numbey ot mulls to 59 hy LSet I) rine tl 


sei : aot { ; : rat 
period, however, productior Cre seq] Sone wi at amount ne to abnout 
114 million tons In 1926. Although th was less tha lf our con- 
sumption mM that vear., it was our produet On peak. Since 1926. pro 
duetion of newest rint 1! His ountry has dey nec 1) | i| 


quantity and percentage of consumption. Jn 194 


tr’ We prod iced less 
than a million tons, and our production amounted to only 17 percent 


of our consumption. At the same time the number of mills in oper: 
tion decreased from 39 to 11. Domestic production of newsp) int has 


shown some increase since the end of World War II, and there is 
some indication that there may he Ome signihcant expansion ln pro 
duction facilities in the next few vears, if the defense program does 
not prevent it. . 

The record of Canadiat production is qust thi nrerse of row 
Canada increased its newsprint production fr S 


n 1915 to more than 5 million tons or 10 times as mueh, in 1950. 


Since, as has already been pointed out. most of the Canadian produc 

tion comes to the United States and Ssupphes the lar -t part of our 
consumption it is apparent that the location of the) ewsprint industry 
has shifted from the United States to Canada. Phe reasons are some- 
what obscure, although some enbughtening facts are know) 


Many, if not a majority. of the ¢ anadian mills are owned 
trolled by capital from the United States, altho ig the exact extent 
of the United States Interest im Canadian companies is not known. 
lt has been suggested that the new sprint m mnutact rers shift “] ti ir 
operations to Canada to escape the reach of our antitrust laws, but 
the newsprint companies themselves insist that the shift has taken 
place because of purely economic factors. Although no ex t com- 
parative figures are available. there IS Some Indi ation that itis shi htly 
cheaper to manufacture newsprint in the United States than jin 
Canada. If this is so, any economic advantage e) joved by the industry 
n Canada must be due either to the legal situation or to the fact that 
newsprint enters this country duty free while there is a tariff on all 
other types ot paper, Undoubted|y this has encourage d the prod 
tion of the other types of paper within the United States. 

Comparative production figures of the United States a d Canada 
Suggest that the tariff situation may be relatively Important in shifting 
and keeping newsprint production in Canada. Altho igh newsprint 
production in the United States has decreased during the last 25 vears, 
the production of all paper products has increased ver substantially, 
as has the production of wood pulp. In 1948 the production of news 


print constituted only 4 percent of the total production of all paper 
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products in the United States; but in Canada newsprint amounted 
to over 77 percent of the total of all paper products. 

Whether because of the tariff or for other reasons, it is more prof- 
itable to manufacture other kinds of paper in this country than it is 
to produce newsprint. Naturally enough, therefore, a number of 
domestic mills have converted from newsprint manufacture to the 
producti ion of more profit: able types of paper, and in recent vears there 
has been a tremendous increase in the manufacture and use of “me 
chanical paper.” The same factors that have operated to cause a 
shift from newsprint to other kinds of paper production, have also 
discouraged the establishment of any new newsprint mills. To begin 
with, a tremendous amount of capital investment is needed for the 
establishment of a paper mill. The cost has increased in recent years. 
In particular, newsprint mills require a greater investment per ton of 

utput than any other paper product, and, in fact, require an extremely 
leone capital investment in relation to dollar volume of sales compared 

with almos tan other product (A 397 8). 

In spite of the difficulties, two new newsprint mills have been 
established successfully in the United States in recent years: one at 
Lufkin, Tex., and the other at Coosa Pines, Ala. The Southland 
Paper Mills, Inc., was organized in 1937 by some publishers and 
paper interests. It was financed with RFC assistance and by 1940 
had completed a mill at Lufkin, Tex., to manufacture newsprint from 
southern pine, It has been in production since that time and is operat - 
ng profitably. The Coosa River Newsprint Co. was organized 
i946 and was financed by a group of southern publishers and by the 
sale of stock to the public. Construction of its mill at Coosa Pines 
started in April 1948, and by December 1949 it was in production. 
It also manufactures newsprint from southern pine and is operating 
profitably. It is almost unique in having depended wholly on private 
fi mnreng, since, in addition to he - * establish the Southland com- 
pany, the RFC has given finance ial aid to one -third of the domestic 
“ ala ee I's, 

I xcept for these more or less “cooperative” ventures at Lufkin, 
Tex., and Coosa River, Ala., only a few of the largest newspaper 
publishers are known to have any interest in newsprint mills. A 
study of this matter was made in 1939 by the Federal Trade Com- 
mission which disclosed four important publishing groups with news 
print ownership. The McCormick-Patterson newspapers own all of 
the outstanding stock of the Ontario Paper Co., Ltd., of Ontario, 
Canada, which sells its entire output to the Chicago Tribune and the 
New York Daily News. The New York Times owns 49 percent of 
the Spruce Falls Power & Paper Co., which supplied all of the news- 
print for that paper. The Hearst publications refused to furnish 
any information tothe FTC or to permit examination of their files, but 
it was reported that they owned a small mill at Murray Bay, Canada, 
and that they have since purchased other mills. The Minne: apolis 
Tribune (now the eres Star and Tribune) owned all the stock 
of a mill in Michigan, but this has since ceased to produce ne wsprint. 

Investigation of the ownership and contro! of newsprint producers 
is rendered difficult, if not nearly impossible, because of the fact that 
the operating companies are principally Canadian corporations. 
Many of them are located in the Province of Ontario which has a 
Jaw, apparently passed at their instigation, in effect, forbidding them 


he 
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to respond to any subpenas or inquiries from outside Canada. The 
SEC reported that so far as it had data available on the newsprint 
companies, Canadian and American, virtually the entire industry was 
interrelated not by directly interlocking directorates but through Va- 
rious common corporate relationships. In any event, it is undisputed 
that. whatever the reasor x the large American paper conipaniles have 
shifted their newsprint production to Canada, and there are very large 
American interests in the Car adian corporations which produce the 
newsprint that is used in t] Ss country. 


rie PRICE OF NEWSPRIN 


Newsprint prices present an odd picture. The 
ture is that established he mayor mills whi 
U1 ited states 1 to 10 zones, throughout each ot 


uniform prices. However, in times of scarcity the open, or “spot” 
may Vary widely (alway upward ) from the 
ri) ] 
The publ 


“black” market price 


uniform mill price. 
mull price, which is the price to carload-lot purchasers, but is not the 
price to the smal] less-than carload lot purchaser. The latter prices 


are not published and are ificult to determine accurately. 


Because reliable inform tion On this and some other points was not 


ished statistics invariably report the 


available from the published sources. the subcommittee has 
taken its own survey of United States publishers. Analysis 
returns has not vet been completed, and details are not. therefore 
available. The survey does, however, support 
tions that small pu hers have been forced 
very m ich above the Pp i) 
quate supplies of me Ws}! 
| he price of New 
ton. The price rea 
( though it was even higher 4 i few ; 
idly. and from that time til the e 1 of the last \\ 
down het ween S40 and SS0) : yn). For several vears I 
the last war the price was in the neighbor ood of 
the war it be@an to rise, ar reached $100 a ton 
the beginning of 1951 ar 116 a ton by the end of 1951. 
varies shehtly from zone to z _ but it is alwavs the same 
load lot purchasers within any 
Whether or not this price is “high” depends, of course, upon 


viewpoint and standard of jt mie ed. | ndoubtedLy 1b ap- 
] 


pears high to publishers since it is one of their principal cost items 
and has increased more rapl lv since the war than an other single 
item. In this connection it should be noted that the cost of newsprint 


] 


hecomes an increasingly large proportion of total costs as the circula 


tion of a hewspaper increases, Therefore price (as distinguished 
from availability) of newsprint is relatively more important to the 
large publishers than to the small ones. 

The price behavior of newsprint is of particular interest in view 
of evidence before the Celler committee, and other Government 
agencies, that mill prices are controlled by agreement among Cana 
dian manufacturers. The Canadian manufacturers and trade «as 
sociations deny this, but the available evidence seems sufficient to be 
convincing and the Canadian companies themselves refuse to permit 
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more thorough investigations. The suggested significance of news- 
print price behavior is that the prices have been mi uintained at a level 
just low enough to avoid attracting new capital and additional pro- 
ductive capacity into the field. In any event, regardless of whether 
or not this has been true in the past, the contemporary situation pre- 
sents new problems. The shortage of materials resulting from the 
defense program and the high cost of heavy machinery and construc- 
tion offer formidable obstacles to the expansion of news print n 
ductive capacity. It appears unlikely that any mills constructed 1 

the near future will be able to operate profitab ly unless they are ai 
to secure prices for their newsprint at least equal to those now pre- 
vailing. On the other hand, many newspapers may be unable to 
survive if required to pay substantially higher prices for newsprint. 
Phe conflict is not necessarily insoluble, but the problem is difficult. 


THe Ovurntook ror NEWSPRINT 


Pre licting the future course of any market necessarily involves 
extrapolation, rather than mere reporting. However, when this is 
based upon an examination of past and existing conditions it need not 
he unduly hazardous. There is little in the present situation to indi- 
‘ate that any of the factors which have created a high rate of news- 
print consumption are likely to change in the near future. There has 
been some concern that the advent and popularity of television may 
cause a decrease in newspaper advertising. But the experience with 
radio and the general economic outlook seem sufficient assurance that 
the effect of television upon newspaper advertising will be neither 
large nor permanent. On the other hand, the factors, such as the 
hortage of sulfur, which threaten to curtail still further the supply 
of newsprint seem much more imminent. It is, therefore, fairly cer- 

in that the demand for newsprint will continue to be in excess of the 
supply available in the market in the foreseeable future. 

The newsprint problem thus becomes primarily a question of how 
to increase production, Existing capacity in the United States and 
Canada is being fully utilized. Idle capacity in other countries is 
extremely small and there seems no practical possibility of securing 
any substantial amount of newsprint from such sources. 

In both the United States and Canada the newsprint industry has 
been engaged in a general program of modernizing and expanding 
existing mills since the end of the war. The increase in production in 
both countries during the last few years has been almost entirely 
the result of this program. How much more production can be an- 
ticipated as a result of continued modernization and the addition of 
more machines to existing mills is difficult to estimate, although the 
total addition to be expected from such a program is certainly limited, 

In any event, there is an apparent need for new mills and enterprises 
in the field. Physical conditions are propitious for the establish- 
ment of conventional newsprint mills in several locations. The re- 
quisites for the successful operation of a newsprint mill are (1) avail- 
ability of a long-term timber supply; (2) a large sup ply of water; (3) 
relatively mses amounts of power at reasonable rates; (4) transporta- 
tion to the consumers; and (5) facilities for the disposal of waste. 
These conditions exist in several of the Southern States and in south- 
eastern Alaska. The practicability of producing newsprint from 
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southern pine has now been amply demonstrated by the plants in Texas 
and Alabama. With southern pine as a raw material and natural gas 
as a source of power, it has been estimated that the South could sup- 
port a newsprint industry permanently producing from 114 to 2 mil- 
lion tons annually. 

The principal obstacles to the establishment of more newsprint 


mills at the present time are the high cost of construction 
difficulty of finanen -. oi a the shortawes ot steel i! dl othe 

materials. ‘The paper in lustry itself has been very slow and reluctant 
to expand its newsprint-producing facilities in the past. The presi 


dent of one of the largest producing companies in North America 
testified before a House committee : 


A look at the past indicates that 
ind hence is no justification in 
ment which is necessary to provi 
no use even before it is completely 
urrent conditions I believe the indust 
provided drastic reduction in det 
is not “adequate” to meet the c 1 t] 
will not be increased to a basic of adequa 
apparent that current levels of demand will | 
nently and, second, prices are increased 
capital to the industry. 


During the past year, however, the industry has apparently become 
convineed that some expansion of prod ctive facilities 1s nv evitable. 
Since the preliminary report of the subcommittee was issued tentati 
plans have been announced for expansion of United States newsprint 
production by about one-half million tons annually. Plans for t 
construction of such facilit ies have | Cel) approved \ the LD fen 
duction Administration, although priorities have not 
or materials allocated for the construction. 

In addition, a company for the manufacture 
sugareane bagasse has been formed. It is not 


re 


e 


much progress has been I) ide by this COMpany | 

plans and securing financing for the construct 

seems. however, to be one of the most hopeful prospects 

the newsprint problem at the present time, since } 

duce both newsprint and cellulose pulp (an important defense 

terial) without the use of sulfur which is in exceedingly short 
Alaska Isa special case i has forest resources n the lor 


National Forest which could permanently support l newspril 1 ndus 


try producing a million tons a year. It has ample supplies of water 
both for manufacturing processes and for the development of hydro- 
electric power. While it is farther away from the markets than either 


ve ol being situated 


Oo that ocean transportation is readily available. The principal im 
pediments to the development of a newsprint industry in Alaska are 
the lack of living facilities and of a labor market. Development of a 
new industry would require the establishment of entire new com 
munities and facilities for liv ing. ‘This has led to the suggestion that 
mills he established mn the United States and that the lm iber be tal 
from Alaska and floated, by inland passage, to the mills in t] 


Canada or the Southern States, it has the advanta 


{ 


This suggestion is opposed by the Delegate from Alaska at he 
Department of Agriculture on the ground that this would. sti p 
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Alaska of one of its ma jor resources without doing anv hing to develop 
that country. It seems inevitable that Alaska will eventually be de 
veloped as one of the principal sources of newsprint supply. But, 
unless action is taken by the Federal Government to establish or ex 
pedite such a development, it will probably be many years before it 
OCCUTLS, 

Tue Newsprint PropiueM 


It is apparent that “the newsprint problem” is not a single problem 
but a complexus ot interrelated legal, econoniic, and social problems 
Tnite lligent consideration demands that they be somewhat disentangled 
for examination. 

The most obvious legal problem that 1s presented is that of what 
the United States Government can do either to investigate or control 
the activities of a foreign industry. Ina very real sense the news 
print industry is a “fugitive industry” as far as this country is con 
cerned. There is strong evidence that it 1s engaging In practices that 
are illegal under our laws. But so far the Federal Government has 
not even been able to require the foreign producers to disclose any 
more evidence of their activities or transactions than they are willing 
voluntarily to produce, even though at least some of them are owned 
by American capital, There isa provision of the United States tarift 
laws which declares unfair methods of competition and unfair acts in 
the importation of articles into the United States to be unlawful, 
and which authorizes the Tariff Commission to investigate such 
matters (19 U.S. C.. see. 1537). This section offers little help in 
the hewsprint situation. There is doubt whether this section covers 
the restraints of trade involved in the foreign production and exporta 
tion of newsprint. Besides, the only sanction authorized, if such 
unfair acts are found to exist, is the refusal of entry of the commodity 
involved. In view of the world shortage of newsprint, this is tanta 
mount to punishing the victim, who is the consumer, rather than the 
otfender, who ts the producer. 

Che economic problems center about three principal issues. First, 
there is the problem of causing and controlling the shift from product 
to product within an industry. Production of newsprint in this 
country has not decreased because of a lack of wood pulp. The pro 
duction of wood pulp in the United States has increased more than 
LOO pereent since 1937, and the development ot this industry in the 
South has been described as phenomenal. The newsprint problem 
arises from the competition ot other products for the wood pulp. 
Mills that might be making newsprint turn out kraft paper instead. 
The demand for paperboard increases as paper cartons replace wood. 
Plastics and laminations made from pulp materials replace glass 
in products such as milk bottles, and this kind of use of materials is 
increasing. At the same time we maintain a tariff on all paper prod 
ucts except newsprint. Clearly this is not the way to encourage the 
domestic production of newsprint, if that is the objective. 

The second basic economic problem is that of securing the neces 
sarily large aggregation of capital to expand or institute productive 
facilities ina basic industry. The problem is peculiar so far as news 
print is concerned only to the extent that the amount of capital re 
quired is relatively large compared to the volume of sales and the 
quantity of production. However, the reluctance to expand facilities 
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in the face of an apparent need for more production is reminiscent of 
the situation presented in other industries. 

The third basic economic ine a involves the whole matter of the 
competition of small and large business. Congress 1s ind has been 
concerned about newsprint primarily because of the complai ts of 
relatively small publishers. In many respects their situation is iden- 
tical with that of small business generally. They are dependent for 
supplies upon large in aus and they are in competit | 
enterprises. The trend is toward mergers 
thus toward larger units. In the faee of 
rising costs of an inflationary economy, how 
vive / This 1s the question far ng smal] publis| 
more acutely than their brethrer } 

Fundamentally these problems 
one of reaching a judgment based Upor 


do we think hewspapers are, as compared 
/ 


} 


prises Do we want newsprint more that 
or a Does freedom of the press 

1 pay for the privilege shall be entitled to ] 
Is it Important to pres sc rasp newspapers of the countr 
what soe ‘ial Import: une is it who owns and controls the pres 
country and whether t “fi y are many or few / hese are the profound 
prob lems that are ultimately posed by the Ititnde of more super 
ficial problems inherent i the facts presented in this report. 


thing that is done in this field, whether ; 
sarily imply some kind 


In an effort to survey a cl ¢ xplore ill of 
tial le~islative action that might be helpful In 1 
committee collected and listed in its prelin Wary 

gestions that had come to its attention. Some 
pl ‘oposals were there set forth, ranging from Go 
tion and operation of newsprint mills to the estab! 
for further investigation. Copies of this prel 
\\ ide ly distributed : ind comments were mv1 


’ 
ul 


Tentative plans were made by the ubeommiuttee 
hearings at which interested parties might personally ¢ 


to the subcommittee. The extension of the last SS I oress 
ind the personal workloads and re pe recta the members of 
the subcommittee made it impossible to hold the hearings as originally 
tentatively planned. In lieu of hearings, therefore, the subcommittee 
directed further staff research and study 

In order to secure the most re prese ntative expression of vi 


| 


sible and to get certain information which has heretofore 


-~ 
l 


available, the stafl pre pared a questionnaire, a COpy of whic] 
to every known pub lisher in the country. In addition, 
quests for information and statements were made, throug! 
man of the subcommittee, to numerous persons and enterprise 
to be either specially informed on the subject or particular! 
ested. Statements have been received from nearly ail of 
whom s specific requests were made. and a very large num 
questionnaires have been answered and returned 
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The material thus collected will be summarized and analyzed and 
after due consideration, the subcommittee will make such recom 
mendations and conclusions as seem appropriate. Since the materia 
collected by the staff in the form of statements and questionnaires ha 
not yet been submitted to or considered by the subcommittee it 1 
obviously impossible to state specific conclusions at this time, and i 
would be premature to attempt to present a summary of the materia 
that will be considered by the subcommittee. It is anticipated that 
the subcommittee will be able to conclude its consideration of th 
subject and make its final report within a relatively short time si 
that the report will be available to the Senate for whatever help 
may give on this subject early in the present session. 





CHAPTER XII 
IRREGULAR AIRLINES 


The recent and rapid growth of administrative law in this country 
has flourished when busy and well-intentioned legislative bodies con- 
fer broad permissive powers Upon reculatory agencies, The malad- 


ministration of such discretionary authorities, whether it stems from 
prejudice or mere W rongheaded CSS, had otten hindered our tradi 
tional freedom of enterprise. This threat to innovation vis-a-vis 
the established interests has been, to the small-business man, all the 
more insidious because it has been mantled with the sanctity of legality. 

Since World War If, a new type of an transportation, not neces 
sarily competing with the large subsidized airlines, has been developed 
by a number of enterprising, small! irregular or “nonscheduled” air 
transport companies. Over the past o years these companies have 
encountered “competition by regulation” I a Sill gularly frank dem- 
onstration of this technique. The regulatory body, in this instance 
the Civil Aeronautics Board, by the mere exercise of an administrative 
whim, has almost brought about the complete elimination of these 
small airlines. 

The Senate Small Business Committee is properly concerned with 
the problems presented by the nonscheduled air Carriers on se veral 
counts: 

First of all, the operation of the nonscheduled air carriers repre- 
sents a small but important segment of the entire commercial air 
transport industry of the country. 

Second, this seement has continued to exist and has grown to its 
present stature and size entirely as a result of its own efforts and only 
because it has fulfilled a public demand for service not provided by 
any other segment of the commercial air transport system. 

Third, there appear reasonable erounds for assuming a certain 
identity of interest bet ween the CAB and the more firmly established 
portion of the industry. Such identity of interest is not infrequent 
bet ween Government regulatory bodies and tho e subject to thell 
regulation. 

Fourth, and perhaps most important in terms of the committee’s 
interest in this matter, is that each nonscheduled air carrier is a small- 
business entity, seeking to maintain its place in the economic sun and 
looking forward to growth as it attracts an increasing public demand 
for its services. 

On March 2, 1951. the Civil \eronauties Board adopted amend- 
ment No. 1 to part 291 of its economic regulations. ‘This amendment, 
effective April 6. 1951. would have so restricted the operation of the 
large irregular air carriers that the carriers protested the order to 
your committee, claiming that the real intent of the order was to 
force them out of business. On March 27, 1951, Senator John Spark- 


949 
«#to 
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man, chairman of your committee, requested a 90-day delay in the 
eflegtive date of the order to pe rmiut the « a ae os ¥ ake “a full and 
complete study of the problem.” On March 30, , the CAB noti- 
fied the committee that a 30-day extension wy vie granted. On 
April 30, 1951, a further stay until June 5, 1951, was granted and was 
later extended to July 5, 19% 1. 


BACKGROUND 


Until the end of World War Ei. there was no nonscheduled industry 
of the type which has developed during the past 6 years. The Civil 
\eronautics Act, which became law in 1938, by general language 
granted permanent operating authority to the 16 carriers who were 
then tre namakian passengers, property, and mail by air on a scheduled 
basis. Any other persons who might desire to engage in common 
carrier alr transportation were by the act required to secure first from 
the CAB a certificate of public convenience and necessity, which 
required proof (a) of fitness, willingness, and ability to operate, and 
(4) that the proposed serv ices were required by the public convenience 
anc necessity, 

There were at the time many owners ot small aircraft who per- 

formed maintenance and other non-common-carrier activities and who 
engaged in limited common carrier activities between various points 
not on any regular scheduled basis. The CAB was overburdened 
with the processing of the certificates of the 16 original scheduled car- 
riers, as well as the applications of those who wished to enter upon 
reoular scheduled ope ration, and the re fore could hot dle vote such 
attention to these operators who flew as common carriers only on a 
limited basis. However, the language of the act would have rendered 
this type of operation unlawful had not the CAB taken some sort 
of action. Therefore, a regulation was adopted authorizing non- 
heduled operat ion by all operators W ithout the necessity of obtaining 
lividual authority from the CAB. 
Until 1945 there were no carriers (or practically none) who had 
large passenger-transport-type aircraft, such as DC—3’s or DC-+4’s, 
operating under the nonscheduled regulation. Therefore no prob 
lems arose as to the proper extent of operations under this regula 
tion. After World War II, veterans who had engaged in various 
alr-transportation activities returned to this country to resume their 
civilian activities. Coincident with their return the Government 
found itself with surplus large transport-type aircraft, especially 
DC-3’s, which were up to that time the backbone of the commercial 
flying industry. Pamphlets were _— by the War Assets Admin- 
istration and loans were facilitated by the Reconstruction Finance 
Corporation in an effort to expedite the sale of these surp lus ere art. 
Furthermore, public demand for expanded flying services increased 
substantially during this period. 

‘Thus there was a coincidence of events that found available aircraft. 
Government desire to sell them at reasonable terms, trained personnel, 
and traflic demand—all developing at about the same time. Many 
veterans responded at once. They invested savings in surplus er: ft 
and borrowed what they could in order to start opers ations with a 
minimum of delay. A portion - the public’s demand for air service 
was not being sufficiently met by the certificated carriers, and the 


1?) 
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veterans moved into the void. It must be noted that the Civil Aero- 
nauties Administration. as ndeed it should have, ‘ooperated ener- 
getically with these carriers as their early operations expanded. 
Today, however, there are approximately DO nonst heduled rregular 
air carriers in the | nited sstutes, 7 hese are airline wh cl 
certificates from the Civil A¢ ronauties Board but whic] 
under letters of registration. Thev receive no dire 
sidy but must meet substantial] ill the satetv and operatiol al req 
ments that the Civil Aeronautics Authority has establ 
regular certificated airline =, (rene rally they operate 
services on heavy tratlic routes at fares well below the 
These nonscheduled airlines own or lease a total of 1 
type aircraft. 
In the vear ending September oO, 1951, 
a total of DOD O00 passengers al d S40,000,000 rever 
The 19] volume of the honst eduled air] hes Was 
percent of the passengers carried by the certificated 


percent of the ‘otal revenue passel ver-miles of the cert 


1 


Few of these passengers would have traveled by the 
icated airlines. In fac is the coach Operations of t] 
lines apparently generate tratlic for the certifiea 
dueing to air travel a lower incon FrToup that 
airlines as soon as it is able to atford the mor 
The head of United Airlines has stated that 
have actually made business for the large 

Many of the certificated air | 
operators skim the crean 
the profitable routes withou 
ing the subsidiary and feeder 1 
uled planes only take off whe 


} 
‘ 


scheduled operators repty rhea 
existing market of the luxury 
out to build their own market 
cans who want air travel if 
afford.” With a view to deve 
lines have expended substantial 
he understanding of air-coacl 
has been the lower income bracke rivele) 
coach or bus. This public, far from expecti 
goes some of the comforts and attention 
passenger in exchange for rapid transportatior 

The committee was particularly interested in the » of the 
service between Los Angeles ind San Francisco. Nation-w 
about 4 percent of the intercity passengers travel by air. However. 
In early 1949 a small, independent airline started ar WN coach 
hetween Los Angeles and San Francisco at $9.95—one-half 
scheduled airline fare. This first line was soon 1¢ ned by 
others, despite the violent protests of the scheduled airlines. 
one of these scheduled airlines, Western Airlines, attempted LO par- 
ticipate in this coach-type service it met with strong opposition by 
the CAB. To circumvent the CAB’s authority it formed a subsidiary 
company, Western Air of California, which could operate intrastate 


y 1 


under the California Public Utility Commission rather than the CAB 
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The success of this operation was so great that the CAB finally back- 
tracked and permitted both Western Air Lines and United Air Lines 
to operate a coach-type service between the two cities. 

The result of this development of low-cost air travel pioneered by 
the small, irregular airlines is that more people travel between Los 
Angeles and San Francisco by air than by rail and bus combined. 
Sixty percent of all common-carrier transportation between these 
cities is by air, a figure far in excess of that applicable to any other 
route. The service has apparently been profitable. Furthermore, the 
past 2 years, which have shown the steady development of air coach 
by both “nonskeds” and certificated carriers, have been the most profit- 
able years in the history of the certificated air carriers. 

One factor which enters into irregular air-carrier operation is that 
of equipment and personnel utilization. The members of the CAB 
testified that large transport-type aircraft must be more or less con- 
stantly engaged in revenue-producing service if the operation is to be 
economically feasible. — investment in such flight equipment can- 
not be borne by an air carrier if the equipment remains idle for a 
sustained period of ieee A minimum organization is essential to the 
proper conduct of any air transport operation. Witnesses testified 
that some of the larger “nonskeds” employed regularly between 150 
and 200 people. Each carrier has the problem of route familiarity 
for its pilots and maintenance of its aircraft. It was apparent from 
the testimony that 14 to 15 flights a month between designated points 
was the minimum required by even the small carriers. All the irregu- 
lar air carriers who were represented at the hearings testified that a 
reduction below this minimum would lead to quick insolvency. 

Safety regulations applicable to the irregular carriers have for the 
past = years insofar as possible been made substantially identical to 
those applicable to the certificated carriers. (If a route-type service 
were authorized, such requirements could be entirely identical to those 
of the certificated carriers.) Prior to the recent accident at Elizabeth, 

J.. on December 16. 1951. in which 56 persons were killed, the last 
crash of a nonscheduled air carrier occurred in July of 1949; in Decem- 
ber of 1951 they completed 2,000,000,000 revenue passenger-miles of 
ommon-carrier operations without a fatality. 

Over 500 pilots are regularly engaged in nonscheduled operations. 
These fliers, plus the flight crews and maintenance personnel, con- 
stitute a sizable reservoir of technicians who are continuously engaged 
in the operation and maintenance of aircraft. Also, valuable man- 

il skill has been deve a by the nonscheduled operators, who 

used and adapted their broad war experience to commercial 
aviation. The nonscheduled industry has kept alive and developed 
technical skill and administrative know-how which has prove «1 to be 
of great value in defense emergencies. The irregular carriers par- 
tic ipated in both the Korean and Berlin airlifts. In September 1950 
some 60 percent of the airlift to Korea contracted to commercial air- 
lines was flown on nonscheduled carriers. In the Berlin airlift over 
50 percent of the cargo which was transported by commercial air car- 
riers went via planes operated by the nonscheduled industry of the 
United States. 

It is apparent to your committee that these carriers offer a flexible 
airlift capacity that can be brought into military use far more rapidly 
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than the certificated airlines, whose equipment is obligated by commit- 
ments and schedules to service regularly appointed civilian routes. 

An important aspect of the nonscheduled problem is the irresponsi- 
ble way in which the public has often been handled. Any discussion 
would be incomplete without mention of the alarming prevalence of 
irresponsible business practices. Misleading advertising, solicitation 
of tickets on the basis of dishonest claims, erratic operations, long 
waits for departures, aeoedd passengers—all these combine to pre- 
sent a grave threat to the survival of the industry. 

Part of the explanation lies in the fact that the nonscheduled air- 
lines must deal through ticket avencles. They are prevented by the 
Board from purporting to offer to the public any type of regular 
service. Thus, from an economic standpoint, they are forced to rely 
on independent ticket agents to pool their services, Many of these 
agents have engaged in highly unethical business practices. For- 
tunately, better business bureaus in many cities have cracked down 
on some of the more flagrant concerns. However. the nonscheduled 
airlines should recognize that they must police these agencies t] 
selves. 

The industry must also police its own members. Your committee 
has had brought to its attention numbers of exan ples of unfair 
treatment of passengers by nonscheduled airlines. The committee 
recognizes that the CAB’s death edict has provided a strong incentive 
to these companies to adopt a policy of grabbing every possible dollar 
today and ignoring the long-range welfare of the industry. But the 
result of this policy has been widespread criticisms of the avory 


practices of some of the companies. Because the industry is young 


some of its members fail to understand the very grave consequences 
of these practices. If the industry fails te lice itself, it faces certain 
extinction. 


Actions oF CAB Witn Respect 


At no time prior to the committee hearings doe 

that the Board took cognizance of the obvious benefits inher 
development of air-coach transportation. Nor is there an} 

of an effort on the part of the Board to solve this problem ind adopt 
poliey which would result in the ntilizat hn of these ] \ benefits. lo 
the extent that the “nonskeds” still exist today, they have managed to 
survive since 1948 in spite of constant official harassment: the CAB’s 
ever-narrowing interpretation of its regulations; new regulations 
lesigned to lmit the “nonskeds” almost entirely to non-common- 
carrier operations; vigorous enforcement activities and regulatory 
actions which will, if unchecked, inevitably eliminate them within a 
vear or two. 

~ Operations by these carriers expanded during 1945 and 1946 while 
the Board had before it its investigation on nonse heduled air carriers. 
As the record shows, the Board’s examiner was of the opinion that it 
would be reasonable to allow unlimited flights originating from, or 
destined for, a carrier’s ope rating base, plus 10 flights per month be- 
tween any and all points other than his base. Although the Board’s 
decision did not settle the problem, it did state that the 10-flight pro- 
posal would “retain the distinction between scheduled and nonsched 


uled operations.” A proposed regulation, issued at the same time as 
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this opinion, contemplated at least these 10 flights and, in addition, 
more than 10 for at least two consecutive months, and even thereafter 
if these additional flights resulted from “unusual, emergency or non- 
recurring conditions.” In its opinion, the Board specifically referred 
to and discussed the new nonscheduled carriers operating large trans 
port-type aircraft, which had grown up during the immediate postwar 


period. 

From the date of this opinion and proposed regulation, the Board 
has required and apparently received full and complete reports cov- 
ering the scope and extent of all non scheduled carrier oper ations. 
Later, in November 1946, the Board proposed to exempt entirely the 

‘argo-carrying Irregulars from any frequency limitation, with the 
suggestion that in the meantime they file for certificates of public con- 
ven lence and necessit Vv. The proposal made with reference to air- 
coach passenger carriers Was that they apply for and secure individual 
exemptions and be subject to tariff filing and other economic require 
ments, 

In May 1947, a regulation based on this proposal was issued and 
thereafter all carriers known as large irregular carriers (1. e., the 
operators of DC—3’s and DC—t’s) had to apply for letter of registra- 
tion. These were apparently issued by the Board to all applicants 
it found entitled to them, regaradle ss of previous frequency or regula- 

ion of Operation. 

Beginning in 1948 the Board apparently instituted a program of 

‘t enforcement of the exemption regulation, resorting to suspen- 
ion orders without hearings, court injunctions, and proceedings to 
revoke letters of registration. It appears from testimony that the 
certificated carriers took an active interest in these efforts to eliminate 
the nonscheduled air carriers, and at least one of them instituted 3 
junction proceedings on its own behalf, aided by the Board, against 

in “nonskeds.” 

Board’s principal concern, like that of the certificated air car- 
appears to be a fear that low-cost transportation over the coun 
jor traftic routes will undermine the certificated air carriers’ 

fare structure, by effecting reduced fares on substantially all segments. 
Whether such a re sult would be a favorable or unfavorable one from 
the standpoint of a hetter air transport system may be debatable. 

Certain facts are self-evident. Air transportation is most needed, 
nad ear expand to the ovreatest degree, over the heavy trafic seoments. 
Air-coach rates charged by the “nonskeds” have resulted in tremen- 
dous expansion in air service between Los Angeles and San Fran- 
cisco. Fares over major traflic segments, plus the availability of 
equipment To handle and develop the traffic, should result in com- 
parable expansion. Furthermore, there appears to be no reason why 
such reduced fares on any segment which has any reasonable need 
for air transportation should not result in substantial expansion in 
traffic. The committee doubted whether retention gener: ally of high 
fares by the certificated carriers resulted in oreater over all passenger 
revenues by those carriers. Ce ertainly present “nonsked” air-coach 
fares on the Los Angeles-San Francisco run have resulted in greater 
aircraft requirements and utilization, the principal objective of com- 
mercial air transportation viewed from an economic standpoint. 
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The committee particularly noted the testimony 
Andre de Saint Phalle chairman , he board of California OF 
Airways, Inc. He stated 


Air transport 


it a position in it Ve of h comparable wit 


1912 to 1916 when Henr rd demonstrated tha 
be sold at a price low eno th the people 


automobile became an integral part of e daily | 
fact that all major business erp! sin this country 
Ford, Woolworth, or Grevh ! hen l eded 
serving the select few « 
masses. During 1950 the 
sengers in their history, 
the population took to the ait 
family incomes of over $10,000 
a former CAB Chairman 
stated that Government 
are subs dies to the Dersel 

in spending m ( 
people Is that set 


ntended * 
COMMITTEE FINDINGS AND |] 


On July 10, the committee issue 
recommendations, the committee sai 


It seems to your comm 
approach toward air tr ! 
the use of subsidy TO proy 
the population, needs reex 
subsidies are needed to prov 
support such service, the con 
used to encourage the mainten: 

The operation of the 
strong public demand for 
lar from reaching a satt 
scratched the surface of 

The aviation industry 
the responsibilities and 
Today the CAB can no 
through the exclusive 


direct ob iwnation to the 
reliable and economical a 
at this point to develop po 
credence to the charge th: 
lines, and that it lacks the 
American aviation stand 
and service 

The major scheduled 
tributed, and are both cap: 
the publ ( The very existe 
funds points the way and ser\ 
deas Low-cost transportath 

flourish, the Board m 
certified carriers and t 

It is the oOpinien of 
tute an asset that the 
that will make possibl 
them a vital going concer 
scheduled Carriers 

\ solution providing 
must be forthcoming now 
their small companies 

reasons of public 
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will lead to further ideas which will be profitably taken up by the major sched- 
uled lines. 

This question does not merely concern the legitimate right of certain citizens 
to engage in a competitive enterprise but, as we have said, involves a broader 
public interest—that of determining the kind of civil aviation which America is to 
have in the future. 

Your committee has taken great care in formulating its recommendations to 
make sure that they would in no way jeopardize the economic strength of the 
existing certificated carriers. The committee recognizes that these large car- 
riers are the foundation of our air transportation industry. The committee has 
discussed its proposals with at least one of the major certificated air carriers and 
has been told that the recommendations would have no material effect on the 
well-being of the large trunk lines. The committee feels that the two—the 
certificated carriers and the “nonskeds’—can prosper together, each developing 
its own segment of the air transportation industry. 

No formal comment was made to the committee by the Civil Aero- 
nautics Board following the submission of this report to the Senate. 
However, on August 24, 1951, the CAB issued a death warrant putting 
Modern Air Transport, Inc., an independent air carrier, out of busi 
ness. Modern operated three large passenger planes. It flew 20,000,- 
000 revenue passenger-miles in 1949-50. By this decision, the CAB 
indicated that it was methodically following its old policy designed to 
liquidate piecemeal, if necessary, the independent segment of the air 
transportation industry. Committee reaction was immediate. In a 
speech in the Senate on August 29, 1951, Chairman John Sparkman 
said: 

Clearly, the majority of CAB seems bent on ignoring the Senate. Apparently 
the CAB would like to turn its back on the solution to this problem which was 
offered by the Senate Small Business Committee and which recognized, along 
with the CAB and the rest of the air industry, that irregular flights by large 
passenger equipment are unfeasible and uneconomical. The CAB’s decision in 
this recent case is but a further example of the Board’s unwillingness to recognize 
any of the economic realities of aviation. 

Certainly such a policy by this administrative agency, carried on in spite of 
the express wish of a committee of Congress, and in defiance of the economic 
forces Which are so potently at work in air transportation today, must lead this 
soard to a position where all of its decisions, and its very competence will be 

ously questioned. Our committee sought an equitable solution and set forth 

possible course. But we have yet to see any action by the Board indicating 

t it is sincerely trying to expand civil aviation with broadest possible public 

as its goal. Instead, we see continued the attitude of a Board that is 
ve to the will of Congress and to the needs of the community. 


Within 3 weeks, the Board acted. On September 21, in an order 
iianauaiia abandoning attempts to impose the three- and eight-flight 
limitation, the CAB admitted that there have been numerous and 
significant changes affecting air transportation since the end of 
World War IT, not the least of which has been the problems in com- 
mercial a transportation with respect to the large irregular air 
carriers. At the same time, the Board ordered a full-scale investi- 

ration of the nonscheduied air services, with particular emphasis on 
whether there was need for such low-cost air service. 

Ina f we-saving order issued the same day, the Board, apparently 
eoaded into pettiness, ordered out of business the airline of the man 
heading the irregular airlines’ trade association, The stated reason: 
willful and flagrant violations of CAB economic regulations, i. e., 
flying too regularly. As this airline was the sole irregular carrie1 
serving Alaska and supplied a good proportion of that Territory’s 
<r food requirements, congressional criticism of the order was swift 

nd sharp. 
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On November 8, the CAB executed a violent about-face. In rejecting 
the applications of four new carriers to perform transcontinent coach 
service, the Board said that it believed that the people of the United 
States are entitled to expect the development of the air transportation 
system to the point where air travel will be within reach of the great 
majority of the people rather than those of higher incomes. ‘Unless 
air transportation can be brought within the reach of the many people 
of limited means, it will not be able to fulfill its obligation to the Amer- 
ican people. Indeed there could be no justification for a national 
policy which has poured millions of dollars of the people's money into 
building up a vast air transportation system if that system were to be 
permanently restricted to persons of means and denied to the masses of 
the people.” 

Clearly, in the Transco tine tal Coach case de Sion, the Board ha | 
accepted in principle the ecommittee’s recommendation on low-cost air 
service. The day after the Geclsloh Was annoul ced, Board Member 
Oswald Ryan in an address before the Lawyers Club of Atlanta, Ga., 
sald: 

Why is it that the great bul 
travel by surface transport and a relatis 
The real cause lies in economic facts rather t 
tion thus far has been a high cost and, therefor 
and because of this fact it has not vet been 
masses of the people of limited means 


The further development of Our air transportat 


ing of the potential traffic base, and the key to this developme: is lower 


Referring to an air COU h Op ration long opposes by" he CAB, Mr. 


Ryan said: 


On the route between San Francisco and Los Angeles 
is offered at substantially lower rates that other parts 
traffic development has been even more extraordinary. On 
growth was 39 percent above that experienced on other rv 
coach fares were substantially highe: It is significant 
San Francisco market in 1940 air transportation account 
of the total traffic carried by air, rail, and bus and by 1948 
services were inaugurated, t had increased to only 28 ] 
almost entirely to low-fare coach operations about 60° peré 
carrier traffic traveled by air 

It seems clear, therefore, from 
gained from the air-coach expe! 
met the economic test of a sound operati 
service. Air coach has come to sta} 
service is destined to become the 
not distant future. 

The emergence of the United State a worl power with the highest 
standard of living in the world has been a lin large part to the American 
idea of mass production of goods and ser ’ The low-cost air-coach service 
s based upon that American principle and it ue nu depend upon it 
Only through reduced fares can increased volumes of traffic be attained and 
only through increased traffic volume can reduced costs be 

It was the mass production of automobiles ¢ 
the most revolutionary change that l ! rt: 
habits of our people a generation ago, at it created a great volume of inter- 
city transportation that had never existed before. I b ‘ve that a similar 
development is destined to take place in the production of transportation service 
by air and that it will come, as it came in the case of the automobile, through 
the reduction of the price to the public 


While the Board had accepted the committee’s program in principle, 
how this principle would be implemented remained to pe seen. 
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In a letter to CAB Chairman Donald Nyrop, on November 20, 
Senator John Sparkman said: 


Inherent in the Civil Aeronautics Board majority decision recently issued 
on the Transcontinental Coach-Type Service case is recognition of the need and 
value of low-cost air transportation for hundreds of thousands of passengers 
who would not otherwise fly. Implied, if not explicit, in the decision is ac 
knowledgment that maintenance and extension of this type of transportation 
vitally affects the social and economic welfare of our Nation in times both of 
crisis and of peace, 

I am, of course, very pleased by this statement of policy. As you know, it 
conforms closely to the recommendations of the Senate Small Business Com- 
mittee in its report on irregular airlines. * * * 

However, the Board majority’s decision as a whole is a paradox. It portrays 
the growth of air-coach service with commendable eloquence and detail, and 
then rejects an application which would further that growth. I am further 
perplexed by the address of Oswald Ryan in Atlanta, Ga., where he discussed 
at length the importance of air-coach service only a day after the announce- 
ment of the decision in which he had voted against further coach service. 

The Board in a very real sense is a custodian of the taxpayers’ money 
because of the large amounts of that money which go into the major airlines 
as subsidy and for mail pay. I am convinced that unsubsidized nonskeds can, 

d should, be allowed to live and grow without detriment to the country’s air 
transportation industry—in fact, with great benefit to all segments of that 
industry. I ask that you let them do so until you have completed your long- 
term study and arrived at your conclusions. 

In a policy statement issued on December 6, the Board made it 
clear that air-coach service was here to stay. The Board objective 
was to “bring air transportation within the economic reach of the 
traveling public.” In a further reversal of its economic thinking, 
the Board accepted the fact that expansion of low-cost flights might 
increase business to a point where Federal subsidies could be reduced, 
with a saving of taxpayers’ money. 

The Board met on the same day with representatives of the 16 major 
certificated carriers and urged them to broaden their coach service. 
Obviously, those who had pioneered coach travel were not in the 
Board’s plans for expanded coach service. In fact, the Board’s ap- 
parent policy was to drive the independent carriers out of business 
through economic measures, since it had failed to eliminate them 
through regulations. 

The head of one of the major airlines, W. A. Patterson, of United, 
made this strategy clear in announcing that United would offer coast 
to-coast alr-coach service for SSS east-bound, S899  west-bound. 
United’s full transcontinental fare is 8157.85. Its coach flight, inau 
curated only in September of 1950, has been charging $130; “EE the 
a r-coach boys drop their fares any lower, we ll LO right down the 

‘ale, dollar for dollar, with them.” He later stated that he would 
not be going into the air-coach business if it were not for “political 


criticism. 

PWA announced plans for lower fares within a week. National 
planned to ask the CAB to permit fares of $43 between New York 
and Miami, the identical fare charged by the irregular airlines and 
well below the existing fare level, . 


Glowing as these proposals sounded, the actual chances appeared 
shioht of a substantial increase in coach service by the large certificated 
carriers. Existing equipment is in full use. New equipment will 
mean along wait. Airline officials have expressed privately a reluc 
tance to convert existing luxury aireraft into coach-type planes, 
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CHAPTER NIII 


THE SMALL DEFENSE PLANTS ADMINISTRATION 


The most significant actio 
the past year was the passag 
tion amendment to t] 
1951. This le@islation. 
nally introduced, Wits sé 
of rearmament, but its s] 
do an immeasurable amo 
the defense effort the 

To a large extent the 


Senate and House Small Busine Litter July 9! 

based on the pattern established by the Smaller War Plants Corpora- 
tion which, for 43 months between June 1942 and January 1946, con 
stituted the chief hope of small busimess din he World War Il. The 
first year of the last war had demonstrated bevond doubt that the 
small-business concern was one of the first casualties of World War I] 
as mobilizers took the easiest w LV OUT ¢ ‘ qd contract oO! 
tract on the already overladen industrial gia he time that 
the majority of smaller fabricators were all but shut down for lack 
of materials or war contracts. In the official hi ry of the war effort 


compiled by the Bureau of the udvet, e “The U. S. at War.” 
the authors pointed out that: 


Whatever one concludes from tl 
and to organize adequately for utilizi aciliti 
trates a type of difficulty often overlooked by mo 
deprivations and connected reactions consequent upon the 
tion may endanger the entire process Dramatic action 
September 1941, the President established within the Offices 
agement, a Contract Distribution Division. This Divisior \ 
OPM’'s Defense Contract S« ice and as a precursor of the Si 
Corporation, conducted a spectacular campaign of publicity 
tention of small manufacturers the opportunities to use their plants it 
tion of “bits and pieces Its work a ived the anxieties of small-business men 
some ertent but it Was merely another in a series of agencies that did not suce 
comletely in coping with the problems of utilizing the facilities of thousands of 
small-business enterprises, a problem of extreme administrative complexity 
With the evidence of the failure of existing agencies to make small 
business a full partner in the war effort, Congress acted. In mid 
1942, by unanimous vote, Congress passed and the President signed 
Publie Law 603 creating a Smaller War Plants Corporation. 
Plagued from the beginning by a lack of an effective operating 
organization and beset by thr problems Common to those no attempt 
to staff ah agency in the midst of an emergency, the Smaller War 


Plants Corporation mac slow progress during the first vear of its 
existence. Therefore, the initial phase of the war had come 


gone before the SWPC was ready tO fulfill those functions aSsigl ed 
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nd the President. Nonetheless, the record it had 
nd of World War IT on both wartime and reconver 


faith and the « nergy which had been put 
‘orporation did much to create a “small- 
litary and civilian units which otherwise 

re completely both the needs of the 

| | the war that 


otribution toward ning 
getting under way and despite the 
iv-to-day operations, the Smaller 
a notable contribution to the 
hout losing at home those insti- 
ht. During the 43 months of its 

vy 12 prime contracts with a total 
ooperated with military procurement offi- 
| t 60,000 such contracts whose 

1 addition to its efforts in 

the SWPC worked 

ct over 50.000 sub- 

ith idle Capacity, 

rge corporations 


he impact of Iilhons of 


la 


oo, the C« rporation compiled an enviable record 
ield of supplementing the existing financing 


- enterprises, it made almost 6.000 loans 
500,000,000 for the purpose of facilitating 


rs ADMINISTRATION 


I tho he record of accompli hments of the Smaller War 
Corporation during World War IT and the even greater con 
] 1 ++} . 


er start, the chairmen of 


se Plants Corpora- 
1e Communist invasion of 
igh vear the Nation’s 


f introducing the bill, 


Wright Patman said, 


nui segment 


introduced during the 


l¢ aislative mandate of the 
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Smaller War Plants Corporation with 
essary from the experiences of the Corpo 
Its sponsors felt that it conformed compl 
philosophy of the Defense Production Act 
by the Banking and Curren mitt 
and it was hoped that bot] 
at the same time to unite the 
Unfortunately, the small 
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By January 1, 1951, the general ineffectiveness of the small-business 
programs of the mobilization agencies was readily apparent to all 
observers and, on January 17, the entire membership of the Senate 
Small Business Committee joined its chairman in reintroducing the 
legislation offered in the previous Congress. Simult: neously, the 
chairman and members of the House Small Business Committee intro- 
duced a companion bill in the other Chamber. With the press of other 
legislative duties and recommendations, the Banking and Currency 
Committee of neither House was able to consider the small-business 
bills during the first half of 1951. The introduction of the Defense 
Production Act Amendments of 1951 seemed an opportunity to mesh 
the small business proposals with a all defense production legis- 
lative picture and, accordingly, on June L. the Ls members of your 
committee were joined by 42 oat Senators in sponsoring the estab- 
lisltment of a Small Defense Plants Administration. 

Those agencies and departments having a vested interest in the 
small-business field had hitherto taken lightly the possibility of any 
congressional action on the establishment of an independent adminis- 
tration to assume major responsibility in the field, but any legislation 
having the support of 55 cosponsors in the Senate obviously constituted 
a ty Pespaceanig threat = their small-business preserves. At that point 
the artillery of the bureaucracy was wheeled into place and a heavy 
barrage laid down on the proposed Small Defense Plants Administra- 
tion with the members of the Senate Banking and Currency Commit- 
tee as chief targets. 

Quite naturally, the assault on the legislation took the form of flank- 
Ing movements, since none of those Opposing the — lishment of the 
agency Wished to risk saying so publicly. Rather they sniped that this 
legislation was ill-conceived, hastily drawn, and ‘nsiflic iently studied 
to be passed at the time, and should be put off until everyone could 
direct his full attention to the problem. An obvious answer was made 
that the small-business amendment was patterned on the experiences 
and operations of the Smaller War Plants Corporation which had been 
in existence for over 314 yerrs. Furthermore, the legislation had 
been before committees of both Houses of C ongress for almost a year 
during which time all interested parties should have been able to make 
known their positions on the bill. 

Nonetheless, the Executive opposilt ion to the legislation was effective 
in defeating the inclusion of the small-business amendment to the De- 
fense Production Act amendments as reported to the Senate by the 
Senate Banking and Currency Committee. After being approved in 
executive session by a vote of 10 to 2, the committee membership re- 
verse d itself and voted 7 to 6 to separate the amendment from the rest 
of the Defense Production Act and to act on it at a later date. The 
wuplatntion for its action was explained in the committee’s report on 

\717 (S. Rept. 470) in the following words: 

Experience under the Defense Production Act has demonstrated clearly the 

‘rs to our free competitive economy and to independent small business 
‘committee foresaw last year. Constant vigilance must be exercised of 
tls carrying out the program, to prevent undue concentration of industry 


prevent injury or destruction to innumerable independent small enter 


‘ises which frequently are less able to shift to defense production and less able 
to take care of themselves in a disturbed and partly controlled economy. 

This eile em permeates the entire mobilization program. Small business must 

»viven a fair chance to bid or negotiate on procurement contracts; Small busi- 
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ness must receive fair consideration in the handling of ati r acceler- 
ated tax amortization and loans under title III of the act; small business must be 
fairly represented in the agencies administering the act and on advisory com- 
mittees in those agencies; and the orders and regulations must provide for fair 
treatment and a fair distr mation of materials for small business 

Your committee recognizes that many concerns will be hurt by the mobilization 
program, and that many small concerns will be among them. Your committee 
also recognizes that efforts have been made } I 
sideration to independent small business 

However, your committee does not consider that enough is being done, that the 
agencies, or at least many officials in the agencies, at ufhicie ly aware of the 
importance of giving full and fair consideration to small business in every phase 
of the mobilization program. Without this vigilant attention to the needs of 
small business, the mobilization program will suffer, their skilled labor forces 
and managerial talents may be dissipated, and the contribution which could be 
made by thousands of energetic and capable businesses would be lost Equally 
important, in the long run perhaps more important, is the injury which wi esult 
to our .free competitive economy unless small business receives full and fair 
consideration in all aspects of the mobilization prograt | is permitted to 
make its full contribution to the defense program 

Your committee urges with all the emphasis at mmand that the agencies 
review their policies and procedures to eliminate anythir lich might adversely 
iffect independent small business a » take ery ste] hich might insure 
full and fair consideration to their needs 

Jecause your committee Considered th: » present legislative provisions 
do not provide sufficient protection and a lrance to small business, serious 
consideration was given by your committee to an amendment which would estab- 
lish a Small Defense Plants Corporation te ist and pr 
Your committee tentatively decided to incorporate this amendment in the bill, 
but, because of questions concerning the effect of some of the provisions on small 
business and the mobilization program, your committe lecided that it was 
unwise to adopt the amendment without further i t ] 
Accordingly your committee determined, in order to report 
and helpful bill possible, to hold hearings on the Small Defense | 
tion proposal within a week, and to report a bill on the subject thin 3 weeks. 


give proper con 


tect small business, 


p25 rh. ler nragiat ge sponsors of th e small-business 
ame ndment felt that an del In enacting remedi: | legislation was 
unwise, and since eax” was a  pnaetin count wid 1 the crowded 
Senate Calendar would afford an opportunity for “acting upon the 
separate bill promised by the Banking ial 4 Cc ‘urrency Committee.” It 
Was dete rmined to seek out those opposm oe the lei cy ‘slat on so tha any 


doubts could be resolved before the amendment was offered from the 
floor by Senator rae for pce and the other 12. members 
f your committee. A further motivating force for this decision 

from the fact that the House Heviine and Currency ( 

unanimously approved the companion Patman amen 

had been endorsed I y 260 Members of the House of Represent ° 
Moreover. there was reason to believe that the House Banking and 
Currency Committee would a b prove any separate ] oislation on 
small business during 1951 if » Ser ate refu ce | to act on the small- 
business amendment to the Def fense Production Act. 

For these reasons, the staff of your committee wa nstructed to meet 
with the staff of the Department of Commerce, the Department of 
Defense, the Defen CS Produ tion Ai Im nist2 atio mm. the Reconstruction 
Finance Corporation, and the neral Accounting 
the Sparkman amendmet such a wavy that 
fee] that they could worl vith it without disloea 
luties and responsibiliti ler the Defense Prod 
the end of several day - ‘conferences, your committer 
mces from the 1e: - ae ne agen ies Involved tl 
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no objections to the Small Defense Plants Administration or that 


they actively supported its establishment. 


{ 


Asa result of the conferences on the legislation which had been 
held during the preceding week. the chairman of vour committee, 


A 


1! Introducing the small-business amendment on the floor of the 


Senate, read into the Record letters from four agencies which had 
expressed reservations or objections to the proposal before the Senate 
Banking and Currency Committee at the time of its deliberations i 


eX uLiVve SeSSION, 
The Administrator of the Reconstruction Finance Corporation, 
stuart Sy nineton, wrote, 1 ; 
te agreemel reneral ideas contained in the small 


the Defens Production Aet which you intend to introduce. 


as the representative of the three armed services and as 
the Munitions Board of the Department of Defense, 


ll said in a letter addressed to Senator Sparkman : 


he opportunity afforded to n 
te a Small Defense Plants Admin 
duce this bill as an amend 


lition members of my staff and 
ive gone over the various provi 
t. It is our feeling that the 
over an earlier draft along 

g and Currenev Comunittee. 


as originally drafted, as 


* 


ures and in addition 
representatives of 

ult the bill now 
genuine assist 
Sime Line 
rnment. Its 


original 
aul . ’ tw CO) ind, as a result 
ferences, ( omptroller Gene} | allt i Warren, of the 
inting Office, wrot 
ommended in 
irrency Comm 


{Ss ¢ orporat on 
the 


new proposal 
an independent agency 
of the national defense 
in the ne ‘t is satisfactory insofar 

concerned 

rhe fourth agency expressing its approval of the purposes and form 
of the amendment was the Department of Commerce whose Secretary, 
Charles Sawyer, communicated with Senator Sparkman in the fol- 


low oO words: 


self wholeheartedly in accor ith the objective sought by Senator 
ind other Senators in wing the amendment to seetion 701 of 
Production Act of 195 is of the utmost importance not only 
l productive facilities of small business for effective use in this 
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time of emergency so as to aden the produ ise but also to. preserve 
small business during this period of mo zation it is impossible or difficult 
for small, independent businessmen ht materials they require to main- 
tain them as effective units : ; : 
nearly 90 percent of ou 
nonagricultural workers 
business. I strongly belie 
for assistance to small busi 

In my opinion the need 
nitely that the statutory 
amendment to the Defens 
worthy programs which ¢ 
the proposed’ amendme 
required by the extensi 


n the enactment ot 


A further ch: 

Senate when its chief spo 

tions deahne with the ora 

Admunistrat ion to pul 

or other supplie ana i 

to small-business concer) 

essential civilian product 

to the earlier action of the S¢ 

to the Director of the Office of 

under a proposed amendment y 
After several brief colloquies and requests 

sections, the Senate passed | 

fense Production Act at 

audible dissent. 
Subsequently, the Ho 

man amendment to the a 

mating that of the orien 


} 


House conferees thei 
agency was to be ¢ 
President. 
sonal plea from Nation 
Fleischmann, however. 
thority for materials 
although if had been yor 
On July 27, the Senate 
the THlouse followed, ar 
law Pubhe Law 96 of t if 
that law created the Small Det 
lative capstone of many mont 
During that time, the Senate 
closely with and had received 
Small Business Comm 


‘ 


} = ] 
small-business men thro 


] 
i 


nit reta 


organizations who testifie 

Committee in urging the 

small-business agency were the Smaller Bi ss As 
England, the National Federation of Independent B 
ican Association of Independent Indust 
America, Ine., and the National Tool 
Association. 
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Following the small-business legislative victory culminating in 
Presidential approval of the Defense Production Act amendments 
of 1951, there were 8 weeks of delay before the White House sent 
to the Senate for confirmation the name of Telford Taylor to head 
the Small Defense Plants Administration. While Mr. Taylor was 
not well known in the small-business community, his reputation as 
an able administrator did stand him in good stead and his freedom 
from any stereotyped views or known economic prejudices made him 
acceptable to those most interested in the new agency. 

On October 9, the Senate Banking and Currency Committee heard 
Mr. Taylor testify on his own behalf and questioned him on his views 
regarding his conception of the role of the Small Defense Plants 
Administration in the mobilization picture. It was at this time that 
the Administrator-to-be first came into contact with the organiza- 
tional jealousies which will undoubtedly plague the SDP. \ during all 
its life. Preceding Mr. Taylor’s testimony on his nomination, an out- 
line prepared by the Secretary of Commerce was inserted in the rec- 
ord which described the small-business activities performed by the 
Small Business Office of the National Production Authority as well 
as a presumptuous memort andum presenting Mr. Sawyer’s concept 
of the role of the new agency so recently approved by Congress. 

Appare ‘ntly, the Secretary had overlooked the firmly stated desire 
of Congress for an active, aggressive program by an independent 
agency. 

his memorandum, Mr. a. suggested that the Administrator 
of the SDPA establish his agency as a coordinating body doing little 
more th: in to discuss prob lems of mutual concern with the offices al- 
¢ with those problems—in other words, to be the mod- 


1] aa 
leb: 


aa iting society. Inthe three major responsibilities given 
SDPA over procurement, materials, and financing, the Secre- 
Commerce proposed that these functions could best be carried 

he Department of Commerce, the Department oft Defense, and 
construction Finance Corporation. Furthermore, Mr. Sawyer 
solate the SDPA from the small-business man by forbid ling 
from appointi ra small busine s adv) sory committee composed 


resentative small-business men. In making this recommenda 
n, Mr. Sawyer said: 

) authorizes the Administrator to establish advisory boards 
lly representative of small business. In our opinion, Wash- 
th committees. We believe it would be highly inadvisable 

nal committees to prov ide advice concerning the same or closely 
The Secretary of Commerce has had for many years a Small 
Committee providing broad representation of small business 
nd geographically. We urge that the Administrator use such 
‘all advisory committee rather than establish a com- 


ile your committee disapproves all duplicating efforts wherever 

iv be, it feels that in this ease, the existing agenevy might well 
found the superfluous body if either the Department of Commerce 

r the Small Defense Plants Administration is to be denied its own 
ilvisory group. Since C ongress has, in creating the SDPA, given 
its ANDroVv: a] fo one organ ization having comprehensive power ove! 
the entire small-business field, it would certain ly appear highly irra- 
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tional to prohibit the Administrator of that agency from receiving 
‘onstant and continuing advice and assistance from a group’ of busi- 
nessmen chosen for that purpose, Furth ermore, your committee notes 
that the Small Business Advisory Committee for the Secretary has not 
met for over 6 months and at the Lime sé their last meeting, In June 
1951, it recommended against stablishment of any Sm: all Defense 
Plants Administration unless that aaa were placed in the De} 
ment of Commerce unde thes pe rvision and clirect on ot the 
tary. It appears most unreasonable to ask that the Administrator 
of an independent oe \ rely on the yery group which in the past has 
met only twice a year an (i which has e xpressed it tself as opposed l 

very agency 1 woul Ie called upon toadvise. It must be remembered 
that : a wider scope of Operations has “ws charted out for the SDP A 


Seer 


than was ever given to o1 eee by the Office of Small Business of 
the Department of Commerce: to ¢ hart the course for the one from the 
landmarks of the other might well be disastrous. 

Your committee naturally expects the SDPA to work closely with 
existing agencies, particu larly those whose duties and functions it 
is to scrutinize. We feel t hat if would be most unwholesome for the 
mobilization etfort to lis} htegrate into a series ot squabbles bet wee! 
conflicting interest groups with the law of the bureaucratic jungl 
the only standard. On the other hat id, it gg seem naive to ask the 
SDPA to leave all allocating duties to the NPA. lp. ocurement prob- 
lems to the De ‘partment . Defense, and all financing programs to 
Reconstruct ion Finance Corpora n. he Adn v 
ported by the full membersh : 
since it was felt that sue] 
smaller seoment of t] 
during the heetice day 

Korea. 

Other outcropp 


on the hy pr” yr) 


is undoubted| 
mci als who 
field : Ll who we 
Ol division agai 


tunately, a oreat 


tet oo | 
rerationsh ps have 
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Nonethele 
favorabl 
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When the matter came before the Senate Appropriations Com 
mittee, the Administrator still had not been appointed and there was 
no one to present the SDPA’s program to the committee and there 
was, in fact, no program. For that reason, the Senate Appropria 
tions Committee also refused to grant the $25,000,000 requested, but 
approved a sum of $462,500 for organizing the Administration and 
developing programs to submit to Congress. That figure was reduced 
in conference to $350,000 before being enacted into law. Since the 
Bureau of the Budget advised the new Administrator that he should 
spread that amount over a 6 month period, the new organization is 
now operating with a monthly budget of little more than 850.000. 
Furthermore, no provision has been made for the revolving fund 
which further curtails the present role of the SDP A. 

Restricted in part by a lack of funds, the Administrator also was 
faced with the difficult task of assembling a competent and knowledge- 
able staff during an emergeney period. ‘The latter task is still an un- 
solved problem, but a nucleus has heen assembled and it is the hope 
of your committee that the SDPA will be in full operation in all fields 
of its mandate by the end of January. 

Mr. ‘Taylor’s first move came in the field of military procurement 
where he attacked the set-off restrictions often attached to subeon- 
tracts by holders of prime military contractors. Through this device, 
subcontractors needing financial assistance for working capital or 
other purposes are often unable to obtain loans from banks by pledg- 
Ing their subcontracts as collateral. A parallel deterrent was removed 
by act of Congress early in 195] when the (ssionment of Claims Act 


was enacted to protect those banks participating in the V-loan pro- 
gram from loss due to the claims of Government agencies. In the 
; 


resent instance, the SDPA requested the procurement agencies of 

the Government and the major prime contractors to end the practice 
of attaching set offs to their subeontracts. 

In the same field, Mr. Taylor recently announced that he was ecall- 

hington for a conference representatives ot the DO firms 

laroest amount of defense contracts to determine what 

taken to maximize the amount of work subcontracted. 

ep taken to onarantee small business of an equitable share 

procurement dollars came when Administrator Taylor 

etter to secretary of Defense Lovett and to the heads of 

nment procurement agencies. Pointing out that “present 

want 


neces 


more loudly for direct action in top level procure 
han for promotional and informational activities,” 

it | a six-point program for increasing small-business 
pation in the defense effort. The six points in the SDPA letter 


er-all procurement pre 


en OV STD 1} ht Mess 


gram to find out which segm 


mination of what, specifically, is a “fair proportion” of total pur 
es and services, which Congress said in the Defense Production 

) small business 
the rin ve and unsatisfactory” classification of small busi 
fewer than 500 employees “whether the concern in ques- 

°C rations.” 

t more contracts capable of being handled by small firms 

to them: and expanding small-business capabilities by 

r technical improvements, and the like. 
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5. Procurement and allocation assistance to ifie rea ind industries So 
that the “greatest hardships” can be alleviated 

6. Coordination and use of existing inventories of small-business productive 
facilities 

’ , ; : : , : a 

Your committee applauds these 1 actio} n the procurement 
field, since they are based on the premise that cooperative efforts can 
clo much tO assist smal] proau ers during q period ot control and 


scarce materials, \t the same time there will be a pon hicl 


ay be necessary tO act firm ely to accom} 
eannot be , 
porters of the 
luctant to exe 
rranted to it by 


Oo 
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A third important field of SDPA activity has come in the alloca- 
tion of scarce materials. To date the agency has taken no definite 
action, but in a recent press conference Mr. Taylor outlined his ten- 
tative conclusions on a positive approach to the most serious problem 
facing small business today, many of whom have been cut to below 
20 percent of their base-period use of scarce materials. While the 
other agencies have been able to devise nothing better than another 
series of clinics, Mr. Taylor said: 

We have been placing a good deal of stress on the distinction which we think 
ought to be drawn in the allocation of materials between companies that make 
a wide variety of products and companies that make only one product. Ob- 
viously, if a company makes 20 different things and an allocation order cuts 
off their supply for 1 or 2 of the 20 products, they are not mortally wounded ; 
whereas a company that is making only 1 product, if it has its allocation cut 
back to 12, 15, or 25 percent, would find it fatal. We feel that, on the question 
of allocations, the question of whether it is a multiproduct or single-product 
company should be taken into account. That is just one illustration of the many 
things we expect to be doing, and it is a viewpoint we wish to project at 
NPA. 

Your committee hopes that the SDPA will be able to effect some 

such change in basic NPA policy, since present allocation of materials, 
teria sips copper and aluminum, are obviously well below the 
break-even point for many thousands of small business firms. Over 
12 months ago, when the projected NPA “death edict” for aluminum 
fabricators was announced, members of your committee made such a 
suggestion to the NPA industry divisions and to its Office of Small 
Business, but no reply has as yet been received. We also hope that 
the SDPA will be able to collect and collate those statisties which 
are not available elsewhere on the supply and allocation picture in 
any field. While the Secretary of Commerce has asserted that these 
data are presently the responsibility of the NPA and its Office of 
Small Business, your committee has long been plagued by a lack of 
reliable and pertinent information. Only recently the Federal Trade 
Commission inaugurated a study of the distribution pattern for steel, 
since it was available at no other place. With such factual material 
the task of guaranteeing equitable distribution will be greatly eased, 
and it was for that reason that your committee endorsed a grant of 
power tothe SDPA for making such studies. 

Although your committee feels that Congress has approved the most 
important action it could take in assisting small business by estab- 
lishing the Small Defense Plants Administration, the task is by no 
means completed. Your committee feels a continuing responsibility 
for the effective operation of the SDPA and for the other small-busi- 
ness offices in the executive de ‘partments. 

It is perhaps inevitable that the major efforts of the SDPA and 
the other small-business divisions will be directed to the special prob 
lems arising from the mobilization effort. On the other hand, a great 
many challenges will remain with us in this field, in peace or in war. 
By cooperating with executive agencies and other congressional com- 
mittees to bring the spotlight to bear on those problems, your com- 
mittee will attempt to assist in solving some of the major small-busi- 
ness questions which are still unanswered. 
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Part II. Steel: Impact on Small Business. January 19, 20, 1951. 
Part III. Plasties: Impact on Small Business. January 23, 1951. 
Part IV. Aluminum: Impact on Small Business. January 26, 1961. 

Industrial Maupower: Before the Subcommittee on Manpower. March 6, 7, 
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Rubber Survey: Before the Subcommittee on Rubber. March 26, 27, 28, 29, 30, 
April 2, 5, 4,5, 9, 10, 1951. 

Role of Lrregular Airlines in United States Air Transportation Industry: Before 
the Subcommittee on Irregular Airlines. April 238, 24, 25, 27, 30, May 1 and 5, 
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Small Business Participation in the Military Procurement Program. May 21, 
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Small Business Problems in the Mobilization Program: Before the Subcommittee 
on Military Procurement. Held in Detroit, Mich., July 14 and 16, 1951, 

Nickel Gray Market: Before the Subcommittee To Study the Gray Market in 
Nickel. August 21, 22, and 28, 1951. 

Small-Business Programs of the National Production Authority. October 4, 
1851 

Steel Gray Market: Before the Subcommittee on Mobilization and Procurement. 
Pittsburgh, Pa., October 25, 1951; Chicago, Ill., November 20, 1951; Detroit, 
Mich., November 29 and 30, 1951; Cleveland, Ohio, December 19, 1951. 
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June 21, 1951. 
Report on Role of Irregular Airlines in United States Air Transporta 
tion Industry, July 10, 1951. 
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oS6. Report on Price Discrimination and the Basing Point System, July 30, 
1951. 
785. The Gray Market in Nickel, September 18, 1951. 
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COMMITTEE PRINTS 


Small Business Clinic: Proceedings of Small Business Clinic held at Tucson, 
Ariz., December 15, 1950. Excerpts from Oklahoma City Clinic, December 16, 
1950. 

Supplies for a Free Press: A preliminary report on newsprint by the Subcom- 
mittee on Newsprint of the Select Committee on Small Business. 

Prevalence of Price Cutting of Merchandise Marketed Under Price-Maintenance 
Agreements: Study prepared for the Joint Committee on the Economic Report 
and Select Committee on Small Business, May 28 through June 25, 1951 

Second Report of the Attorney General of the United States, April 30,1951. Pre 
pared pursuant to section 708 (e) of the Defense Production Act of 1950 

Small Defense Plants Administration: Section 714 of the Defense Production 
Act of 1950. October 15, 1951. 

New England Fuel Supplies: Staff report of the Subcommittee on Fuel of the 
Select Committee on Small Business, December 5, 1951. 

Aluminum Inventories of West Coast Aircraft Industry: Staff Report, December 
26, 1951. 
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Subcontracts increased 100 percent in New York metalworking shops during 
the last month. Purchasing agents said that this increased activity in defense 
work subcontracting has revived activities of “outside markets,” so-called black 
market vendors of metals. Offers are made in letters now being received through 
the mail. 


JANUARY 27, 1951 


Senate small business committee hearings on material shortages continued 
this week with hearings on the plastics and aluminum industries. Plastics 
molders told the committee that they face liquidation and extinction within the 
next few months because of the diversion of raw materials to the synthetic rubber 
program, One small molder declared that small plastics businesses are being re- 
quired to take the rap while the “giant rubber monopoly” is running full blast 

Aluminum fabricators testified to the committee that they cannot survive in 
business unless some supplies of aluminum are allotted to them or they can 
obtain defense orders soon. When the aluminum producers were asked ques 
tions in regard to the postwar expansion plans of aluminum, the reply was typical 
of all the basic metal industries: expansion plans for production of aluminum 
seemed adequate before Korea. No one foresaw the present emergency or came 
close to an estimate of the unprecedented demand for basic materials of pro 
duction during the last 6 months of 1950, 

Defense contracts being let at increasingly accelerated pace according to the 
Defense Dopartment. From July to December 1950, defense spending totaled 
$18.8 billion. Of this amount, $12 billion went for procurement of major material 

nd supplies. Of this $12 billion, $10.8 was contracted for hand goods—aircraft, 
tanks, ships, weapons and ammunition. The $18.8 billion expenditure or obliga- 
tion, for expenditure in the last 6 months, was two and one-half times the military 
obligations during the entire fiscal year of 1950 

Army Ordnance in Detroit last week issued a current list of $2,700,000,000 
military orders for the automotive industry: among them were contracts for 
General Motors, Cadillac Division, $489 million; Food Machinery & Chemical 
‘orp., $177.5 million: American Locomotive Co,., $200 million; American Car & 

! (o., $100 million; International Harvester Co., $243 million: Studebaker 
n:; Willvs-Overland Motors, Ine., $95.5 million; International 
$139 millio ; inental Motors Corp., $95 million 
| { major col plaint of the week to the Small 
iness man fares better under the advertised 
r usually gets the defense contract J 
Department has to deal only 
ster of Planned Sources, most of whi 
month alone, one-half of the adverti 
bids 


American i try, according to the Office 
barring tot: ar,. 1 country will be ] 
cilities on a more or less standby basis. The 
sa “happy balance between guns and butter 
lian economy Under this program accord 
flowing rapidly and there will be a lessening 
dustries about material shortace 
rearmament drive reports the House Armed 
‘arl Vinson is expected to appoint a spe 
igation of the complaints received on 5-pet 


ctor of NPA Small Business Office is John C. Pritchard, Denve 
banker, sheep and cattle rancher President of the Lumber Deal 
ling material wholesale firm and fabricator of wooden frames 


j 


ows, Mr. Pritchard has been a member of the Department of 
Business Advisory Committee since 1946. Reports are that with his 
gies, and know-how of small business, the Small Business Office will 

an important and vigorous part of NPA activities. 
inum warehouses organized national trade association to cooperate with 
‘nment agencies on aluminum products distribution. The problems of dis 


m of aluminum are different from those of steel and other metals, and 





REPORT OF THE SELECT COMMITTEE ON SMALL B 


need an association to meet the “burdet 

ernment regulations,’ according to an execut >of the new associat 
Materials shortages needless with increased research, stated Edwil 

director of research for the Quartermaster Corps of t 

hg World War Il, and vice president of Bjorkstet 


of Chicago. The problem is not ling “subst 
. 


specific roy rties to repla 
said But Dr. Gustus conced ari 
pointed out, that a few metal Wh as stainless steel 
alloys and magnetic alloys containing cobalt, nickel, 
superior to substitute traterials ; this time that tl 
in scarcity.” 
Newsprint hearings on the shortages of newsprint st 
weeklies, semiweeklies, and daily publications were : 
Business Committee executive session on Friday 
to begin February 19 
Hearings on military procurement policies were also approved at the 
session. They will be joint hearings with the House Small Business Cor 
on the policies and practices of military procurement 


i 


FEBRUARY 10, 1951 


$275 billion civilian economy can be maintained with a $50 billion 
economy superinurposed, top defense planners report This would be 
econoliy Comparable to the postwar recession year of 1949 
per will be installed on July 1, according to NPA Director Manly I 
thus coordinating the piecemeal and multiple directives now being issued 
January alone, NPA issued 155 new directives to cover the | 
civilian economy. The Senate Small Business Comm 


shortages strongly recommended such ; trolled mate 


Controlled materials plan for allocating supplies of aluminum, steel, and cop 


effect as the “oarliest possibl ad , ta lt meeting this wee k, ¢ 


man Emanuel Celler lashed out to . istant i or of NPA H. B. Met 


“Congress will not tolerat i delay’ n itting ¢ mtrollied mats 
Into operation 
Cut-back of 
the productiotr 
tailme ! 
short 

Indu 

by 


ands of smi firms 

experienced no insurmot 

the auto industry spewer 

1950 production of 609 

eduction, steel, alum 

Personnel problems har 

personnel headaches; 

eturning to pri \ 

Division; A. P. Happer, Chief 

and Strip Section; Arthur M 

Bossert, assistant chief, Plate Sect i alm 

the chiefs gone, NPA nevertheless plan » expand it ntire 

the 100 presently employed to between 300 and 3850. Sm: 

plain that they usually find a diff in to handle 

Visits to NPA who is unacqui “] th their personal ha 
Aircraft industry foresees 55,000 subcontracting jobs 


aircraft orders starts by late spring. Aircraft production 


ate indus 





REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 


‘nt of defense production, spending $20 to $30 billion between now 

and June 1952. Small businesses have a promising chance to participate. 
Aluminum order prohibiting production of 200 aluminum products spells the 
finale to 14,000 small aluminum fabricators. These fabricators use 5,000 tons 
of aluminum per month, 8 percent of current civilian consumption. Nigel Bell, 
Chief of NPA Light Metals Division, met with House and Senate Small Business 


taffs this week to discuss aluminum order. 
FEBRUARY 24, 1951 


rece speeds subcontracting program by holding the first regional sub- 
ng clinic in New York this week. Twenty-seven prime contractors saw 


1,000 possible subcontractors per day. The clinic was so successful that 
being held over one more week with 10 new prime contractors joining the 
it Already the Air Force has sent out letters of intent for an estimate total 


ore than S45.000.000 machine-tool orders 
NVA survey of metals forecasts heavy increase in military requirements for 
second quarter of 1951. Over 5,000,000 tons of finished steel, for instance, will be 
needed for defenst ind defense supporting programs during the second quarter 
inother 1,000,000 tons for maintenance and repair. This is close to one-third 
output. Some items such as steel plate will take 50 percen 

supply for defense. 

Trade Commission investigates aluminum fabricators to determine 
the NPA aluminum orders are being carried out. This spot-check 
ion Will be as a basis for planning future orders and, if indicated, 
‘action, Surveys of other NPA regulations will begin 
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Subcontracting log jam may be on the verge of breaking if other large prime 
contractors follow lead of Curtiss-Wright Corp. This airplane company, second 
largest supplier of military items in World War II, is combing New England for 
small Companies to work on subcontracts. Precision parts, castings, stamping 
gears, etc., are needed for airplane engines. Curtiss-Wright has opened a Boston 
office and has its top production men on hand to recruit small-plant facilities 
for parts Which may run at a rate of over $200 million a year. 

Small plants starved for steel learned with mounting dismay that last week 
automobile companies turned out 168,000 units, a rate topping the comparable 1950 
period by 40 percent 

Small-business appointment: Dan R. Hudson of Birmingham, Ala., was 
appointed special consultant in the Office of Small Business, NPA. Mr. Hudson 
will recruit and organize a tield force to work with Federal procurement officers 
to increase the flow of war contracts to small firms, 

Small Business Committee hearings: Industrial Manpower Subcommittee 
hearings ure to continue next week with Mrs. Anna Rosenberg, Assistant Secre 
tary of Defense, testifying on March 20, and Dr. Arthur Flemming on March 21. 
Senator Guy Gillette, chairman of the Rubber Subcommittee, announced hearings 
on rubber would open on March 26, 


Maren 24, 1951 


ew National Advisory Board on Mobilization Policy caused lively specu- 
lation over whether its net effect would be to demote Charles E. Wilson. 
Although Mr. Wilson will be chairman of this top side policy group, he will have 
less of a free hand since the important 16-man Board will advise the President 
ot ODM As set up, the Board can take any disagreement with Mr. Wilson 
straizht to the White House 

Two weeks of hearings on military procurement were scheduled by the Senate 
Small Business Committee. Starting on April 16, the hearings will delve into 
charges of favoritism in awarding tilitary contracts and examine other irregu- 
lurities Which have operated to the disadvantage of small companies trying 
to stay alive by means of Government contracts. Close scrutiny will be given 
the tremendous increase in the number of contracts negotiated and to the screen 
of “security” secrecy thrown around the awarding of negotiated awards. 

(n intensive staff study of the certificate-of-necessity program was also au- 
thorized by the Small Business Committee. Complaints about the way DPA 
is administering the program allege that small-business applications are shuffled 
to the bottom of the pile and that DPA is being too open-handed in granting 
rapid tax write-offs to huge companies for new facilities which may possibly 
duplicate existing small-plant idle capacity 

The V-loan program's “vicious circle’ was attacked by small-business spokes- 
nen who urged NPA officials to do an overhaul job. Small firms claim they 
annot get defense orders without proving their financial stability; and, be- 
cause they cannot get loans to expand Capacity, they are frozen out of the pro- 
curement picture 

With military buying now running at a S5-billion-a-month clip, small-business 
men hoped that volume subcontracts will soon be available. The Department 
of Defense reported that during the S months ending January 30 contracts had 
heen let for 8$19,700,000,000 of war material 

\ ntrolled materials plan for steel, copper, and aluminum by July 1 has 

ast been definitely announced by NPA to assure supplies of these metals 


defense and essential civilian uses This follows the Senate Small Business 


mittee’s No. 1 recommendation resulting from its material-shortages hearings, 
nited States Steel Co. stated 23 percent of its output will go for direct mili- 
id related defense prograt Three-fifths of the 283 percent will be for 
orders, and two-fifths for related civilian programs declared essential 


Maren 31, 1951 


e° order for 14,000 aluminum fabricators postponed. 

ve been tive April 1, banned the use of aluminum 

nonessential” aluminum products. This would force 

num fabricators, Who use only 5 percent of the civilian 

upply, to close up shep. When no relief was in sight from the Na- 
Production Authority, Senator John Sparkman, in behalf of the entire 
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Senate Small Business Committee, wrote to Defense 
on March 26, requesting the postponement of tl 

0) days to permit further consideration and stu 
Small Business Committee was informed by NPA that 

ould have at least a 50-day “death sentence” reprieve 

Resignations continue at NPA I Lane, special a 
Business Office Administrator, resigned this week 
policy toward the small-busine men. To the Smal 
give this reason: “From what I could learn durins 
experience in NPA, trying to look after the affa 
ness, there is sufficient materials left over after tl 
essential civilian needs to give small business eno ! 
functions, except on a few , al materials like cob 
1 far more practical way to take care of these little fellows 
them out of business with control orders and then try to put them ba: 
with military orders.” 

NPA urged to suspend rubber quota cut of 5 percent effective April 1 
Guy M. Gillette, chairman of the Senate Small Business Rubber Subx 
now holding hearings on rubber allocations and their effect on the sn 
businesses, also requested NPA to provide a minimum of 10,000 tor 
per month, starting April 1, to companies other than the Big 
Goodrich, Firestone, and United States Rubber 

Small irregular air carriers being forced out of busir 
ator John Sparkman has asked CAB to postpone this order 
directed the Senate Small Business Committee staff t 
nvestigation of the plight of the smaller unscheduled 

Armament on paper looks huge, but 
Mobilizer Wilson, reporting on armament 
trast the fact that defense orders are be 
month, but deliveries are under $1 
vet filtered down to the assembly 


Munitions Board announces new polici rr aiding sm: iSil At the 
initiation of its Small Business Office, the Munitions Board ‘il 5 approved 
a set of eight policies and principles designed to assist small business 
broaden the industrial base of suppliers. Chief points are the appointn 
small-business specialists in procurement offices and placing unclassifies 
tiated bids on the Department of Commerce Daily Synopsis of Bids list 
complaint of small business has been that they have had no way of k 
negotiated procurements were in the offing 

NPA agrees something must be done about tay 
release of Statement by Senate Small Business Committe 


business was being frozen out under “certificate of necessity” procedure, 
Administrator Manly Fleischmann directed that protection be ven to 
firms against further expansion of industrial giants through tax-relieving certifi 


cates. Committee’s study revealed that less than 5 percent of tax-amortiza- 


t } 


on assistance has been given to small firn 
CAB nonscheduled airlines order 101 Upon request of Small Business 
Committee Chairman John Sparkman, C ‘s “death edict” to small irregular 
iirliners, due to go into effect April 6, hi: » held off for 30 days while the 
ommittee investigates. 
Fantastic automobile production continues. Auto industry seems immune 
laterial-shortage problems plaguing smaller manufacturers as monthly fi 
for March show highest production since last October. March outpu 
cars totaled 604,000 units, up almost one-third above 1950's record-bre 
gures, 
ire changed. The president of the Goodrich Co., John L. Collyer, testifi 
the Senate Small Business Rubber Subcommittee. “The crisis can be averte 
by increasing substantially the total amount of rubber for production of essent 
ivilian products,” Mr. Collyer said on the day after NPA announced new cuts 
the amount of rubber that may be used for civilian purp Rubber heari! 
will continue during the coming weel 


Crisis in rubber imminent unless Government stockpiling and allocation 
( 
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ils plan to start July 1, covering allocations for 

NPA announced. Under this limited CMP the Gov- 

steel, copper, and aluminum for defense, for stock- 

Vilian programs. Nonessential civilian industries will 

metals us are left over after the allocations, in a more 

NPA Administrator Manly Fleischmann said that CMP in 

he nor hindrance to small-business firms but indicated 

ww considering a special program for the allocation of materials 

he designed to help small businesses—for instance, businessmen who 
100 tons of steel n vear 

tax amortizations hit new high DPA approved §$1,310,000,000 

certificates of necessity during the month alone from 

se certificates permit companies to deduct from taxable 

to 100 pereent of the cost of new plant facilities during 

irs instead of the normal period of 20-year amortization. The Lone 

for example, can write off 85 percent of a proposed $7 


;,000,000 
eanwhile is being financed by RFC loans. REC said that 
axes during the 5 years under the write-off plan, and the 
se the taxes that Lone Star is currently paying. Chesa- 
under an SO percent tax write-off, is installing a new elec- 


ng some 6,000 freight cars and 2 car ferries. This 
siderably longer than 5 years, and there is 
ons in speeding up the defense program 
‘d plan to add negotiated contracts to Com- 
negotiated bids more than 95 percent of total 
s Board last week recommended that these ne 
"Commerce daily Bid Synopses, whic! 
advertised bids. But still unlisted will be 
irements for which there are source lists 
‘rs or Suppliers, (8) proposals scheduled to 
date of issue Almost any negotiated bid 
keepin the Commerce lists as short as 
irement information from getting to the 
e of NPA regulations gave 
Manly Fleischmann urged 
Thus far a of 
ion of NPA Many ! 
ive been irned ‘ to 


is on 300 copper ar d copper base 


GSA Administrator 


rubber progr: 


1 Hadlock and 


usiness in the sj 


ss subcommittee hearings or 

rhe nonscheduled airlines and repre 
ent CAB order curtailing irregular 
month, an order which will put the 


: ; 
irregular airlines 


21, 1951 


are closing down, due to a critical squeeze be 


finished r 


he product and soaring costs of raw ma 
nwhile, with wool inven es on hand, are able to 
ifacturers of wool yarns and fabries import about 
l, most of it from Australia Rise in Australian woo! 

r pound as of June 80, 1950, to $4.18 per pound o1 


of Price Stabilization Regulation 18, the mills 
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the tabs for debts the defense contractor owes to the Government. Ar 
almost identical bill is now pending before the House, having been favorably 
reported by the Hlouse Judiciary Committee. House action is expected soon 

Pooling plan allows small firms to bid together on defense jobs. The first 
pool, 100 small firms in the Omaha area, is similar to a very successful pool s¢ 
up there during World War Il. Each pool must be approved in advance by the 
Justice Department Several other pools are now for such approval. 

Small business CAB hearings opened this week to study recent CAB ruling 
Which will put the irregular airlines out of business if it goes into effect. The 
nonscheduled airlines testified undue harassment by CAB officials and discrimi 
nations against them. Hearings will continue Monday, 10 a. mn., room 457, Senate 
Office Building, 

Office of Price Stabilization issued price ceilings covering 75,000 manufa 
turers effective May 28. Manufacturers’ ceiling prices will be based on pre 
Korean price plus actual increase in many materials cost through December 
31, 1950, and increases in factory payroll costs through March 15, 1951. Similar 
regulations will follow soon on machinery and machine-tool manufacturers 
cotton-textile and shoe manufacturers. Small business is resentful over the 
time required to fill out OPS forms and paper work computations necessat 
under OPS regulations. Many are plainly ignoring regulations 


May ©, 1951 


all business procurement hearings starting May 7, 10 a. m., room 457, Senate 
Building, will explore discrepancies between Pentagon policy statements 

favor of small business and the actual implementation of such policies 
Secretary of Defense George Marshall will be the first witness, followed by 


Chairman of the Munitions Board John Small. Later small manufacturers will 
present the particular difficulties they have had in trying to do business with 
the Government. 

Justice report to Truman warns armed services to broaden procurement bas 
to include small businesses or accept a steady “erosion” of the economy. The 
report recommends immediate establishment of “central procurement planning” 
Whose aim would be to spread defense contracts equitably throughout industry 
The proper kind of planning must meet two objectives according to the report 
(1) Spreading contracts so that “all sizes of business may participate,” and 
(2) insuring that businesses whose services are not now needed in defense pro 
duction will still be alive when a period of greater industrial mobilization makes 
their services essential 

OPS price regulations chaotic. Original OPS order covering manufacturers 
prices provided four alternate ways of working out price ceilings and this week 
OPS added a fifth way just in case none of the first four work. All five methods 
are so confusing and difficult to compute that many businessmen will be perforce 
breaking the law on May $1, deadline for filing price forms with OPS. The 
owner of a hardware store, for instance, with some 10,000 items in stock, wil! 
have to make out 10,000 forms on his pricing. 

Many small-business men furthermore do not have the information required by 
OPS forms; a description of the item, company from which the item was bought, 
net cost, sales price, percentage mark-up over cost and date of the invoice cover 
i purchase of the item. One very small-business man, with only seven em 


plovees, estimated that it would take him 3 weeks of full-time work to fill in the 
OVS forms and even at that he could not supply them with adequate information 

CAB order banning irregular airlines postponed again until June 1. When the 
CAT order was first announced, the Small Business Committee requested and was 
granted a 30-day stay to give the committee time to study the plight of the non 
scheduled carriers. Committee hearings are still in progress concerning CAB's 
order which the small carriers claim will put them out of business. CAB also 
rescinded another recent order—at the request of the Small Business Commit 
tee—and will now allow irregular carriers to fly student groups to Europe th 
summer as they have in the past. 

Shortage of newsprint for foreseeable future will continue, according to the 
preliminary report of the Small Business Newsprint Subcommittee. The report 
states that the subcommittee has not come to any definite conclusion as to what 
action will be taken but lists some 35 possible legislative remedies that have bee! 
suggested previously in 21 congressional investigations on newsprint Senator 
Hubert Humphrey, chairman of the Newsprint Subcommittee, announced that 
hearings will be held on the following four aspects of the problem: (3) how t 
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Senate and House small-business procurement 
mony from the Under Secretaries of the Army, Navy, : 
ment officers from each branch of the service The he howed t 
is a policy set to broaden the base of procurement and as byproduct, keep small 
business in existence during this period of reduced civilian production but that 
this policy is not being effectively implemented. The following iknesses nnd 
the present procurement system which prevent small business f bei 
obtain an equitable proportion of defense contracts are: 

1. Attitude toward small business. The biggest problem 
gressive thinking of procurement officers in line with their policies to help s 
business. The committees were impressed with the attitude of the 
officials—particularly the Army and Air Force—toward utilizing sm: 


} 
iit* 


specialists as a means of stimulating this aggressive attitude in 
business. But the question is whether this program of small-l 
will be effective to do any real good on a sufficiently broad basis 
next few crucial months. 


Isiness 
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services to get prime contractors to subeontract substantial portions of their 
work. The Air Force has been more conscientious than the other services in 
awarding prime contracts to companies who subcontract, 

3. Lack of advance bid information for small-business men. Currently there 
is no source of information available to small-business men to find out what, 
where, and when invitations to bid on negotiated contracts, which number more 
than 90 percent of all bidding, will be. The Munitions Board announced this 
week that advance information on negotiated procurement contracts as low as 
$10,000 will henceforth be distributed to major procurement offices of the armed 
services. The two loopholes, however, are that bids will not be listed if the 
opening bid date is less than 18 days after the announcement of the bid or is a 
bid classified for security. The Small Business Committee will be watching to 
see whether the Munitions Board policy to print advance information on these 
negotiated procurement contracts will be effective. 

ft. Lack of information on bids awarded so that small-business men can find 
prime contractors from whom to subcontract. Although only 5 percent of total 
hids are classified for security, only a small portion of the other 95 percent of the 
awarded bids are printed on the Department of Commerce weekly synopses of 
bids let \ DPA survey shows that a sizable number of bid awards were not 
forwarded by the military to the Department of Commerce for publication in its 
weekly synopses of awards. This situation was pinpointed by questioning at the 
hearings 

5. No reporting system within the Defense Department to keep check on 
whether contracts are being awarded to a small number of favorite companies 
or whether the Defense Department is broadening the industrial base, using new 
sources for its contracts. The Small Business Committee is urging the Defense 
Department to establish a uniform reporting service from the procurement 
officers to record the new business sources being utilized for defense. 

6. Too much negotiated bidding: The hearings brought out that to date small- 
business men have had a larger share of defense contracts under competitive, 
advertised bidding than under the closed, negotiated system of bidding. Steps 
are being taken to transfer some of the bidding back to a competitive basis. 

Separate Senate Small Business Committee hearings on procurement will ¢con- 
tinne this week, beginning Monday, May 21, 10 a. m., room 457, Senate Office 
Building, to hear specific cases of small-business men’s attempts to procure 
defense contracts. These businessmen have all made conscientious efforts to 
obtain contracts and have run headlong into typical procurement obstacles, The 
procurement officers will also testify. 

Set up small business office as a separate and claimant agency, urged FE. H 
Lane, former Special Assistant for Small Business to the Administrator of the 
National Production Authority, in a letter to Senator Sparkman. “I believe at 
this stage of the game that the Office of Small Business would probably function 
better if it were taken out of the National Production Authority and set up asa 
separate agency in the Department of Commerce and also made a claimant 
agency; in other words, have them in position to claim a certain amount of 
material and probably tet them have the authority to distribute that material 
then Ives ' After observing how the different divisions in NPA 

. I saw that the heads of those divisions, representing, as a rule, big 

ss, did not have enough time to give the proper consideration to the small 

medium-sized users when they made appeals, to take care of distressed 

ases. * * Under this controlled materials-plan the small fellows are going 

to fare very badly unless some very definite restrictions are put on the consumer 

durable goods boys of a certain amount of material set aside for the small 
fellows - 

Nonscheduled airline hearings of the Senate Small Business Committee con- 
inue this week with testimony from the authors and publishers of two recent 
magazine articles, Death Rides the Bargain Airlines, published in the May issue 
of Coronet magazine, and Don’t Fly the Unscheduled Air Lines, March, Cosmo- 
politan. Since there have been no fatalities or accidents on the nonscheduled air 
lines during the past 20 months, in contrast to 144 fatalities on scheduled airlines 
in 1950 alone, these two articles appear to be misrepresentations of the facts 
\ group of nonscheduled airlines have announced that they are filing suit against 
the publishers of Cosmopolitan and Coronet, the Hearst Publications, and 
Esquire, for $12,500,000, Charges have been made before the committee that the 
articles were planted by the large regular airlines. The Senate Small Business 


2. Lack of uniformity in the approach of contracting officers of the various 
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Committee will hear the authors and publishers on Friday and Saturday, May 
25 and 26, 10 a. m., room 457, Senate Office Building 

Rubber Watchdog Committee, appointed by the Small Business Rubber Sub- 
committee, met for the first time this week and sent to NPA the following rubber 
‘ecommendations : 

1. Utilize the full mannufa ring capaci ; » rubber i! to build a 
tockpile of finished, usable merchandise i t 
ile of raw materials 
Discontinue controls at a arly é > } he consun ption or ne rubber, 
Continue the program of ex ding the iction of ithetie rubber 


ock- 
*) 
plants 
t+. Allocate synthetie rul 
resent month-to-month al 
5. Assure increased synthetic-ru alloc: » small compa! 
idopt a natural-rubber pricing program whi vi ng Government pri 
ne with the changing world market ices of rubbet 
6. Exempt all companies using less an 1,000,000 pounds of new 
ionth from the total new rubber consumption limitations of NPA Order 
7. Rubber importers comp h icatior appli 
nanufacturers 
S. Reexamine the NPA 
Meanwhile the Office 
0 percent in the price 
General Services Adminis 
ber for stockpiling and res: 
ince for an immediate cu 
reduce prices in June or . 
rubber prices. GSA wants to del: 
sustained in the first 4 months of 
the price it resold rubber to indust 
DPA Mobilization Guide for Sm 
small firms on defense procureme! 
rion, management assistance 
from the Senate Small Business 
Defense spending for curre 
$19 billion. Of this, less than 
s at a rate of less than 10 per: 
sc ircity of defense contracts, ¢ sper 
Advance payments and fa 
nder consideration by the 
believed that if the po 
vas liberalized, many of the 
vould be met. 
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ony from qualified smal 
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Metallurgical Co. plant at Spokane, Wash., he said: “As this group now works 
through single and unified supervision, all phases of its work can be closely 
coordinately, which results in very high efficiency. Further, the addition of sub 
contractors naturally pyramids the over-all cost of the project by adding sub 
contractors’ overhead and profit. Therefore, it is not contemplated at this 
hat other phases of the mechanical work will be subcontracted.” This 
seems definitely out of line with recent Government pronouncements that the 
Government is doing all it can to “broaden the base of procurement.” 

CAB subcommittee’s report discussed in executive session on Tuesday, May 29. 
Following the meeting, Chairman Sparkman announced that the report would 
be issued as soon as possible. Meanwhile, in Federal district court, Judge 
Walter M. Bastian issued a permanent injunction against the Civil Aeronautics 
Board’s “death edict” against the nonscheduled airlines In his opinion, the 














judge stated that the regulation was Clearly in violation of the Administrative 
Procedures Act and was formulated without proper hearings. 

President Truman urged Defense Mobilizer Wilson to increase the participation 
of small business in the mobilization program In a recent memorandum to 
Wilson, President Truman called attention to the Justice Department’s second 
report recommending measures be taken to broaden the base of defense proaue 


on “We must continue to direct our efforts toward the widest distribution 










if defense contracts among all segments of business, large and small, consistent 
with mobilization requirements,” President Truman wrote. By so doing, we 
shall have a stronger, more flexible industrial economy to supply whatever may 


be required, and at the same time we shall avoid undue concentration in our 











ompetitive enterprise system.’ 

Executive rubber meeti scheduled. This week the Senate Small Business 
Rubber Subcommittee, the Rubber Wateh Dog Committee and Government offi- 
cials including GSA Administrator Jess Larson, RFC Director Stuart Symington, 
Munitions Board Head John Small, NPA Director Manly Fleischmann, and NPA 
Division Chief Leland Spencer, will discuss in detail the watchdog committee 
recommendations listed in the May 19 Senate Small Business weekly report. 
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Senator Spark an with 55 cosponsors int! duced Small Defense Plants Corpo- 
itior mendment to the Defense Production Act Che Small Defense Plants 
‘ rporatiol would be a ce tra ized coordi ted agen y, designed Lo aid small 

} ess participation it he defense effort It would be able: 
ro certify qualified small plants to procurement agencies for prime con 
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Small business organizations strongly support Small Defense Plants amend 
ment During the hearings on the Defense Production Act, the Banking a 
Currency Committee has received the following testimony from small busines 










rganizations, backing Senator Sparkman’s amendment. 
ller Business Association of New England stated: “The Smaller 
Business Association of New England heartily supported section 701 of the De 
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Although a more aggressive attitude toward small business has develope: 
among some of the topside procurement officials, it has far to go to filter dow! 
to the buying levels. Chairman of the Munitions Board, John D. Small, stated 
“T point out that the small-business program has still far to go, within the De 
partment of Defense, but it is picking up speed and is getting somewhere.” Bu 
a committee member observed that it was hardly “picking up speed” when a 24 
percent dollarwise share in the first 6 months after the outbreak of war in NKorea 
dropped over the seventh and the eighth month to 21 percent, 

Recommendations of the small-business military-procurement report are: 

1. The Munitions Board should subject the implementation of these new small 
business objectives to constant and critical scrutiny, 

» A careful administrative audit should be made of the activities of the small 
business specialist in procurement oflices in order to evaluate their effectiveness 

3. The fullest practicable use of advertised procurements is urged because 

ommittee is convinced that small producers fare best under the formal ad 
sed bid procedure 

Provision should be made for more advance information to negotiate sp 
contracts in line with recently announced Department of Defense policy 

5. When contracts are negotiated, a reporting system should show the num- 

f new sources utilized in each procurement action. 
There should be greater use of split or multiple awards under the nego- 


should be made of price differentials favoring small business. 
hard hit by loss of manpower, Senate Small Business Com 
industrial manpower states: “Part of the difficulty of small 

in keeping their skilled manpower for civilian production grows 
of coordinated, over-all national policy for the effective utilization 
é The report urges that much more consideration should be given 
Federal Government ager ‘Ss concerned with manpower to the legiti 
needs ¢ smpaller, individ | roductive businesses “Tt is the judgment 
» that the Government agencies fundamentally do not appreciate 

t productivity of the hundreds of thousands of such small businesses 
ontribution that this productivity can make in keeping America strong 

It is these smaller businesses which contribute the high percentage 


‘ 


tiveness and imagination to the economy as wel! as fostering competi 


vhich the free er terprise system develops.” 
ey General MeGrath asks wider small-business role in defense program 
of the Washington Better Business Bureau, Mr. McGrath disclosed 
conducted at his direction, found deticiencies in Government pro 


ent for small business, despite the number of contracts for items that cannot 
ndled by small business lo meet this situation, Mr. MeGrath said over-all 

planning must be introduced into the mobilization program to “broaden 
of procurement to the fullest extent possible under the present limited 


of defense production.” 


} 


] 


ions Board granted more centralized control over military supply. Under 
ssued by Defense Secretary Marshall, the Board will now give approval 
Forees production schedules and have authority to police and monitor 
procurement of Weapons, equipment, and other goods at lower levels 
this new policy, Armed Forces procurement officials on the Muni 
ird will be replaced with new representatives who will participate only 
ceneral supervisory control of Board operations. The present arrangement 
ng the Munitions Board review and coordinate Army, Navy, and Air Force 
irement is made difficult because the three Assistant Secretaries serving on 
Board “are at the same time, both claimants and judges,” said Under Secre 
Defense Robert Lovett 
new policy, the Munitions Board has the responsibility for weigl 
impact of defense procurement upon the civilian economy Properl) 
, this should assist small-business claimants for searce materials, 
powers of the Munitions Board are: 
Army, Navy, and Air Force must submit to the Board detailed produc 
ules for t juarters of the total value of “hard goods” they procure 
production edule ist meet specified criteria set forth in the 


Board and Comptroller will monitor and police the order and deliver 
procurement of “hard” and “soft” goods 
Board will review and, where necessary, modify the pro 
‘services to avoid duplication, hoarding, or undue 


] 
all 


economy. 
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5. Spot checks may be made by Board representatives at lower levels in the 
Army, Navy, and Air Force to assure that they maintain contr 
6. The Board and Comptroller's office is ven power over the supply inven- 
ories of the Services | Set ! \ ( ret « mee I eT i XQ 
upplied by one service with an excess to another ne¢ 
Jun 30, 1051 
Senate passe Sma 1) . Ss amendment he Defense P l ) 


bor Li] and ) ‘ ) , vere ’ ‘ j 
senate and Tlou Su B Col tees 

fhe Senate Bankit ( Comenitt 

leration of e Spa el pa } : 

ceived from various Gov encies. 7 ie . 
Senate is a revised ver l he ectic of ( ‘ 


cking to the Sm 1 | { Admit rati I G 
nel oflicials have give I ) 

Secretary of Comme e Charl Sw r: “T find mvself wil eheart n 
iccord with the objective iht by Senator Snparkma ind other Senator r 
ntroducing the amendment section TOI the Defer Production <Act 
150 It is of the utmost mi rtance not ¢ t ob he prod tive fic 
ties of small business for effective use in t time of emergenevy s¢ te ! en 
the productive base but also to preserve sma using during this period of 
mobilization when it is impossi difficult for small ndependent ness 
men to obtain the materials thev re julre to mainta ther a ‘ ective ui = i! 
ur civilian econom\ : n mv opinion the need for additional legislation 
s immediate. I feel definite t atutory author e conferre est 
vy an appropriate amendmen tl efense Product \ f 1950.’ 

Administrator of RFC, Stuart Symi We are in « plete agi t 
with the general idea ( ned in the small-business mendment he 
Defense Produetior \< 

Chairman of the Munitions Boa Tol I). Small The bill now has the d 
virtue of setting up a mechanism which can be of genuine ass ance te ! , 
usiness enterprises during the ration effort, and at t me me pre- 
serves the integrity of the procure nt functions of the Governme 


Comptroller General Lin vy C. Warren: “If Congress determines 1 matter 


if policy to create an independetr ney with such broad powe ] dle 
small-business problems in tl I na efense effort, the nel upp is 
proposed in the new draft fa ry insofar as the General Ac nting 


Office is concerned.” 








Senator Moody asks Small Business Committee investigation of auto it istry 
uf backs { 35-percent reduetior I eel allocations to the utO! bile in < v 
for the July-September quarter of 1951 may ure as ras ual de- 
fense needs of steel are concerned, Senator ieves. During the first 
6 months of 1951 the autm rile ndustry ppre mately th e 
umber of cars as the production of the first 6 months of 1950 bef Ke 


Third quarter cut-backs are threatening the jobs of some 35,000 automobile 
workers 
Much wider distribution of war contracts only tion for small manu 








facturer, Senator John Sparkman said in an addre t 100 inufa rers 
gathered for a “shirt sleeve onference on how to do business th the Govern 

ent. In this speech, Senator Spat in outlined what he considers to be the 
Senate Small Busi ss { etive 

First, the red tape mu he « iwayv from Federal purchasitr icf 

“Second, small firms must be able to get their fair share « “ sHNNlis nd 
materials. 

‘Third, small companie ist not be made to pay exor!l nt m1 3 it er to 
stay in business 

‘Fourth, taxes n t he levied so as to encourag I ! nos é 


ransion of small enterprise 





our 


poliey 
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expanded basis. Should it fail at this point to develop policies toward that end, 
the Board, would, indeed, lend credence to the charge that it lacks the scope and 
daring required at this moment which sees American aviation standing at the 
threshold of vastly expanded development and service.’ The report specifically 
recommended that: 
1. The CAB rescind its “death edict” limiting ‘“nonskeds” to three and eight 
round-trip flights per month. 
2. The CAB issue a temporary regulation permitting the ‘“nonskeds” to fly 
ent flights for profitable operations, 
The CAB issue a regulation which would establish a procedure for existing 


new irregular carriers to file for permanent authority to operate an unsubsi 


zed second-class or coach-type route service without regard to regularity but 


as to the total allowable flights. 
‘AB should act promptly to relieve the hardships it is imposing on 
ough restricting flight from the United States and should recognize 
leed for cargo transportation and lack of al native forms of low- 
1 report cited that i) “honst 1 nha Cay the cost 
Alaska from 68 cents a pound to 
n should be enacted to separate airline from compensa- 
‘ f carrying air mail. 
The CAB should reassess its whole approach toward air transportation. Its 
view, resulting in the use of subsidy to provide high-cost luxury air 
for a small part of the population, needs reexamination. The operation 
nonscheduled air carriers has demonstrated that there is strong public 
‘ap air transportation on a vastly expanded basis. Far from 
iration point, air-coach service apparently has hardly scratched the 
ace of the potential market. 
all Business Price Discrimination Subcommitte hearings opened on July 
th testimony from Dr. Walton Hamilton of the Arnold, Porter & Fortas 
law firm, and Mr. George Burger, vice president of the National Federation of 
Independent Business. Opposing changes to the existing laws, Burger stated: 
“Our opposition to this proposed legislation is based on the reasoned conclusion 


ation wil whether intended or not we do not Say, destroy the 


+} t 


Robinson-Patman protections enjoyed by small, independent businesses against 
‘ice discrimination. We believe that 8S. 719 completely reverses the 
Robinson-Patman Act my making ‘good faith meeting competition’ a 

e defense against charges of price discrimination.” 
Hamilton, professor of law at Yale University for 20 years, was asked 
ror not “good faith’ should be a defense for violations of the law 
ctive of the effects of the violation. He said that this proposal reminded 

* the advice of a rural minister to his congregation: 


‘The sinfulness of sin 
Depends upon the spirit 


One goes and does it ir 


Hearings will continue throughout the week of July 16 in room 457, Senate 

Office Building 
| Business “Watchdog” Subcommittee began hearings in Detroit on the 

effect of the steel shortage on small business. Subcommittee Chairman Moody 
opened the hearings by saying: “We want to find out where the steel is going 
because small business is not getting any. * * * So far as its present in- 
vestigation of the steel shortage in regard to small business is concerned, the 
‘watchdog’ subcommittee of the Senate Small Business Con\mittee is a bureau 
of missing steel.” First day witnesses included two small-business hardship 
cases, United Auto Workers representative Norman Mathews, Ford Motor Co. 
Representatives Daniel Hulgrave, director of procurement and scheduling activ- 
ities and Earl Bramblett, director of personnel, 

Hearings will continue on Monday, July 16, in Room 730, Federal Building, 
Detroit 

Closing date extended for Steel Mill Acceptances of customers’ CMP allot- 
ments. Small steel users, whose CMP allotment applications had been delayed 
by refiling, thereby making CMP approval impossible in time for inclusion on 
mills’ third quarter scheduling, have gained a reprieve from NPA of 5 days. 
‘ollowing requests by the Senate Small Business Committee that some relief 
be provided such cases, NPA has allowed mills to hold their books open to 
July 20 for third-quarter scheduling. Previous date had been July 15, which 
being on Sunday had moved the actual filing date to July 13. NPA reports that 


sma 
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all its steel staff is working 
to meet the new date. 

Unsuccessful bidders for defense contract 
Committee that they have ay of findir 
at the procurement offic ! nf } 
price. ‘The Navy, unde il ve 77-50, 


mation 
unsuccessful bidders 

note at the bottom 

sent to all unsucce 

pressure of corre 

Small Bussiness ¢ 

and a plan whereby 


Ten companies have receis 
Korea, an independent surve 
staff, reveals. The top? ! 
volume, a far heavi centr n than dur 
panies controlled 8 | >] Ee war contract i 
panies, two-thirds. Although tl Defense Department 
to procurement offices t ( len the base of procure 
fact occurring. This mounting concentration in a few 
why small-business men find defense contracts so scarce 

Steel is disappearing and nobody seems to know where 
Small Business Subcommittee investigating steel w: 
hearings in Detroit on the steel shortage. Because of a lac ; l, small 
manufacturers in the Detroit area are being hampered seriously i | vilian 
and defense production, and workers : ing lai ff. During 
the committee found: 

1. A substantial gray market: Warehousemal ated to the committee that 
“a flock of unqualified brokers” had et re | t business and were getting 
steel for resale to which they are not enti was the consens : 
that there are large tonnage * steel \ h are in hiding and Mi iis idle 
steel is hampering the mobil tion program. ‘ommitt staff investigators 
came across such marketee! : arshall Thomas, of ) alk, Conn., whe 
flew to Detroit to sell a sm: 
is worth only 67 cents per pound 

2. Big business as wel 
it will not have enough 
may have to close down 

&o. Armed services guilt) 
to plants that are either 
Fiscus, president of the 
supplying small business ‘ ip] 
tank plant in Newark, Del., and the plant is not 
now in a Delaware warehouse and I have no idea how 

1. New plants are being built while idle existing f: 
the same work satisfactorily Only one production line the Army's 
tank arsenal is in operation whic uld be operating a two-line, two-s 
basis, while Chrysler is now building a tank lar n Delaware. Only about 
10 percent of GM’s productive f iti ire . rk at present, but 
GM is spending about $245 milli ( lild 1 ne ants or additions to 
existing ones to process defense contracts, 


us of witnesses 


V-loan program develops into big-business bonanza ace ording to recent figures 
showing that less than 10 percent of the Air Force’s guaranties have been given 
to small business. Thus, V-loans, as a means for assisting small business to 
convert into defense production, appear to be gned to the same limbo as 
certificates of necessity for tax amortization. This is in spite of the fact that 
the V-loan program is sold as a device to aid small business which often has 
trouble raising working capital through regular channels, 

Electroplating industry advisory committee established in response to sug- 
gestion of the Senate Small Business Committee. In studying the complaints 
voiced by representatives of the industry, it was felt by the committee that an 
industry advisory committee from the electroplaters could do most to resolve their 
problems with the NPA, and a recommendation to that effect was made. We have 
been advised under date of July 12 that such a cammittee has been created, the 


first meeting to be July 27 in Washington. 
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‘his furnishing of greater service or facilities, was made in good faith to meet 
1e equally low price of, or the equally extensive services or facilities furnished 
ya competitor. Before the Senate passed S. 719 it rejected by a 39-to-B8 vote 
imendment sponsored by Senator Estes Kefauver which would have allowed 
good faith’ defense only in cases where the effect of lowered prices would 
be “substantially to lessen competition or create a monopoly in any line of 
nerce.” In the Senate debate on the bill Senator Kefauver said that he was 
against discrimination as such, but that he did not want to permit price 
rimination to an extent where it destroyed competition. “In order to have 
mipetition we must have competitors,” said Senator Kefauver. 

Debate for S. 719: 
ator MeCarran: “The good-faith defense which is provided for in this bill 

oncerned with price discriminations in general. It is concerned only with 

riminations for the purpose of meeting the equally low price of a com 

. The question is whether his contention that he has been meeting 

of competitor is a bona fide contention. It is a matter concerning which 

can be taken, and concerning which a jury could properly form an 

What this bill says is that it is not enough that a seller shall show 

n making a particular price discrimination he has only been meeting the 
lly low price of a competitor.” 

Senator Wherry: “The bill provides that a seller may have an absolute right 

» reduce his price to a customer when he can prove that he does so in good faith 

meet the equally low price of a competitor. That is all there is to it.” 

Debate against S. 719: 

Senator Sparkman: “In this debate on S, 719 it seems to me there is only one 
r issue before the Senate Che issue simply is: Shall we repeal the Rob 
Patman Act? Shall we strike from the statute books the law which for 

last 15 years has prevented the economic murder of small business in America 
neans of predatory tactics, by meuns of coercion, by means of unfair price 
‘imination? The seller could thus use good faith to justify any and all types 
e discrimination, regardless of any injurious effect which his action might 
ion. Good faith could always be employed as a complete 


‘The question is whether S. 719 would injure the com- 
Under the competitive system, competitors may be injured by 


rrices, but that does not injure the competitive system because new busi 
spring up. There are deaths in the competitive system, but the life of 
continues through a struggle on the basis of efliciency. But that 

uld be made on the basis of comparative efficiency and not through 
inations which the big buyers obtain but which their small com- 


denied 
tool industry gets superpriority on own machine tools to speed ex 
Defense production has been lagging due to bottleneck in the machine 
try so far. Under this new NPA regulation, when a needed tool is 
a manufacturer’s order book, the agency will tell the manufacturer 
t the tool from his intended customer to the machine-tool maker who needs 
Comn 1 this action is that “Now we can expect to see defense 

vy get rolling.” 


AvGust 11, 1951 


at small-business holders of military contracts troubles the Senate 


Small Business Committee. In many cases where military procurement officers 
attempt to broaden the base of suppliers of specific commodities, those corpora 
tions which had formerly held preferential contract positions find faults with 
procurement procedure or throw roadblocks in the path of both the successful 
bidder and the conscientious procurement official. The Small Business Com 
mittee will continue to support all sincere efforts to broaden the industrial base 
since multiple sources of supply carry with them the twin qualities of safe 
guarding the Nation’s welfare and simultaneously assisting small business. 

Consolidated military purchasing office for clothing, footwear, and textiles 
appears in the offing with tentative approval of plan by Pentagon's procurement 
planning officials. In its present form single buying system would follow lines 
of the present Armed Services Medical Procurement Agency in Brooklyn, N. Y 
Properly administered, such a consolidation could represent progress toward 
rational purchasing policies, could assist small-business concerns by splitting 
large awards into smaller quantities and by placing all procurement activities 
in one location. 
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a committee statement: “Although the NPA announced its desire ti 
smaller rubber manufacturers and accordingly was increasing the 
total rubber consumption from 25,000 to 150,000 pounds per qual 
nination shows that nothing of the sort was done.” 
i future activities in an executive meeting held 
Senator John Sparkman. The chairman pointer 
tly in process: those on rubber, the black maz 
situation. In addition, the committee members 
undertake or continue investigations in five fields wit! 
[ es and reports during the recess of the Senate 
(1) Military procureme nt It wus decided that the committee should continue 
surveillance over small-business participation in the military-peocurement 
m with a staff member assigned to follow through on the committee heat 
itil Mas and Senate Report 15), issued by the committee on June 21 
Tavres.—Senator Hendrickson was named head of a subcommittee on 
taxation with Senators Sparkman, Benton, and Thye also serving with him 
This group plans to hold a tax symposium after adjournment directing its atten 
tion to probleins peculiar to small-business concerns 
(3) Enforcement of antitrust and antimonopoly statutes, 1941 51.—The com 
mittee voted to inaugurate an extensive and long-range study of the recent opera 
of antitrust and antimonopoly laws with a view to determining whethe1 
al | it to those laws or changes in the manner of administering them were 
neces ; \ staff member was assigned to this project and was instructed te 
prepare a preliminary memorandum for the members in the next month or 6 
weeks 
(4) Improper phasing or hoarding of aluminum supplies by aircraft manu- 
facturers.—Since the committee has received so many complaints about the 
present workings of the aluminum allocation program with particular emphasis 
on the phasing of deliveries to plane manufacturers well in advance of actual 
need, it was decided to continue the study presently being conducted by the staff 
in this field. 
(5) Participation by small business in the formation of mobilization poli- 
cies.—Recurrent complaints by individuals and groups point out to the committee 
general impression that voice of small-business representatives in the mobili- 
tion program is but a whisper. To determine whether or not that is the case, 


ommittee voted to make a full investigation of all such charges, both in the 
tion and operation of business advisory committees and in the actual ad 
ition of these prograis by full-time mobilization officials 


SEPTEMBER 1, 1951 


“Excess-profits-tax law needs revision to permit growth of small business,’ 
said Senator Robert Hendrickson on the Senate floor this week. As chairman of 
the Small Business Tax Subcommittee, Senator Hendrickson called for a ceiling 
of 52 percent on all taxes, including excess-profits tax on small, new-growth 
companies for the first 5 years of their existence. He stated that the present 
excess-profits levies are equivalent “to drafting children under 12 years of age 
for military combat.” “Not only in terms of justice to small new business but in 
terms of long-term loss to the Treasury, this situation should be corrected. These 
companies will be able to pay far greater tax revenue in a few years, if permitted 
to grow and expand normally, than the relatively few dollars which are being 
taken away from them now by the excess-profits tax, which they need for expan 
sion and development,” Senator Hendrickson continued. 

‘Civil Aeronautics Board insensitive to will of Congress and needs of com 
munity by killing off small, independent air carriers,” Senator John Sparkman 
charged in a speech to the Senate. The Board is now dealing out slow death to 
independent carriers by “knocking them off one by one as they come up for their 
certificates of exemption,” said Senator Sparkman. “If the Civil Aeronautics 
soard is going to act in this way, I say that the time has come for the Congress 
to reexamine the Civil Aeronauties Act. It is time to reexamine the Civil Aero- 
nautics Board and its method of operating under that act, to determine whether 
or not it is the will of the American people that air transportation shall be 
reserved for the few large operators. * * * Clearly the majority of CAB 
Seenis bent on ignoring the Senate. * * * Apparently the CAB would like to 
turn its back on the solution to this problem which was offered by the Senate 
Small Business Committee. Certainly such a policy by this administrative 
agency, carried on in spite of the expressed wish of a committee of Congress, and 
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in defiance of the economic forces which are so potently 
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‘or them to prepare their cost estimates; 


manv cases n 


accident 
inies assured of steel supply 


] and Packard just reached an 


rvsler 


lending money to steel com 
eement to lend Pittsburgh 


n return for an ion tons of steel over 


mn for steel expansion 
lle] nilar agreements made last fall 
bliec Steel. Small fabri 


l 
the mills on their fourth 


These transactions par 
Motors and Jones & Laughlin and Rep 


power are being turned down by 


mn orders, 


Truman's failure to move on small defense plants administrati 
1 Senate speech this week by Senator Andrew Schoeppel: “Since 
law of the land has stated that a Small Defense Plants Adminis 
to be established to protect the interests of the many thousands of 
I the present mobil 


Ss men whose ve ry existence is threatened ry ihe 
x + * 


But nothing has been heard from the White House 
s heen ft cognizant of our 
’ In those 


nd our 3 


aken by the President to show that he is 
shes and the law of the land on this subject 

lent has evoked the specter of inflation running wild through 
j the Defense Productior 


into operation a mos 


ck r 


7 weeks, the Presit 
ation because of our action on the extension of 

But, apparently. 7 weeks is not enongh time to put 

nt section of that controls bill, a section initiated by 

‘ is prime and concrete evidence of ‘do-nothing’ on 


t 


Congress and passed 


‘ongress ; his 
irt of the President and of a ‘Fiddling White House.’ 

. ll defense plants administration demanded 
to President Truman Pointing out that 


hy 


Nanation of delay on sma 


nferest groups in a telegram 


he urgent need to aid small business in the 


unanimously 1 

rt. the telegram ¢ “The people we represent are 
Defense Plants Corporation start functioning’ 
The signers of the tele 


constant] 

When will 
nt, how can answer 
George H. Frates, chairman of the National Association of Retail 
George Nelson, International Association of Machinists: George J 


tional Federation of Independent Business: Donald Montgomery, 


these inquiries?” 
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Unit personnel, responsible for tax investigations of steel transactions, Consorte 
With, accepted substantial favors, and borrowed money from steel executive 
subject to investigation 

Cut-back or halt in airframe production during second quarter of 1952 was 
predicted by top aircraft producers who said that the present multiple band 
priority system was throwing the industry into chaos. One large manufacture 
pointed out that while he had significant ratings for the requirements of hi 
plants, such vital components as landing gears and instruments were rated fa 
enough down so that the suppliers were being forced to reduce output. “Valuable 
time has already been lost. Unless immediate action is taken, we will fall wel 
behind the production goals for next year.” 

James Kelly testifies on NPA small-business activities during a hearing held 
before the Small Business Committee on Thursday, October 4. Mr. Kelly’s re- 
marks covered 13 lines of endeavor in which his Office had been working during 
the past year. These included special provisions favoring small business con 
cerns in 830 NPA orders and regulations, examination of certificate of necessity 
applications, a study of size characteristics of small business, scrutiny of all 
industry advisory committees to guarantee fair representation for all segments 
of the industry, procurement assistance, assistance in formation of production 
pools, and the conduct of the Government’s Small Business Executive Commit 
tee. Mr. Kelly and his staff also stated that they devoted a major portion of 
their efforts to assisting businessmen in materials allotments and allocations 
Their third-quarter figures show that they were able to assist 90 percent of the 
350 firms who applied for M—47—-A adjustments, 310 of the 320 firms with chemical 
problems, 308 of the 307 requests for aid from lumber producers, and $87 percent 
of these applying for construction permits. 

Los Angeles military business opportunity show results disappointing according 
to many in the aircraft industry who said that most of the small manufacturers 
attending were either unequipped or unable to become equipped to handle sub- 

iets For example, Lockheed reports that over 12,000 attended their 
exhibit at the 5-day show Fewer than 400 were qualified sufficiently to make 
even preliminary discussions worth while. Lockheed will probably net about 
four or five new suppliers. Aircraft manufacturers were in general agreement 
that they would like to subcontract more work but lack of equipment was the 
stumbling block for most small-business men. They look to the Small Defense 
Plants Administration to ease this impasse. 

\ll armed services employ identical subcontracting clauses in military con- 
tr { n pursuit of a Munitions Board policy directive The Navy and the 
Army adopted the new language simultaneously with the Air Force. 


OCTOBER 13, 1951 


te Banking and Currency Committee approves appointment of Telford 
to head the Small Defense Plants Administration by a voice vote fol 
brief hearing on Tuesday, October 9. The nomination was reported 
ite immediately but had not been acted upon at the week’s end. On 
the Senate approved an appropriation of $462,500 “for expenses for 
and developing the program of the Small Defense Plants Admin 


locations for first quarter imperil many concerns according to Defense 
Administrator Manly Fleischmann who said that quotas would be so 

hat many civilian producers will not survive. Testifying before a joint 
session of the Senate Small Business Committee, Senate Banking and Currency 
Co littee, House Small Business Committee, and House Banking and Curreney 
Committee, Fleischmann, and Charles FE. Wilson, Director of Defense Mobiliza 
tion, emphasized that the first 6 months of 1952 would be “dismal” but that 
after that period allocations would be increased. Wilson said: “* * * we 
shall move through a wood of shade and sometimes darkness. But then I] 
believe shall come out into the clearing with greater production, with more 
f meeting our schedules and with more supplies for the civilian 


pointed out: “The euts we have made mean that there will be 

d unemployment, lo f profits to many manufacturers of nonessential 
goods and the actual closing down of plants which cannot operate on the 

ed supplies of alumin , copper, or steel which will be made available to 
We have hoped to hold such unhappy developments to a minimum, but 
no dodging the fact that many will be hurt. Military production is now 
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limbing toward the g s which we have bes preparing for over the last year 
or more. Military items are now hewing up t materials upon wh the 
ivilian economy depends for normal oper 

Steel: Nonmilitary users of steel, who have been getting 58 percent of their 
base period supply, will nd their first quarter allotment slashed another 111%4 
percent, Reason: the demand for ea on steel is al if i} percent f ipply 
ind the demand for structura 3 pes POD percent of the firs quarte : 
Che military is taking a 400,000-ton bigger bite ] f ‘ rte did 
n the fourth quartet Althoug! t is hoped tt first q rte product | 
idd an additional 1,000,000 tons over the amount iiluble d ng the last q ter 


of 1951, the steel p neh w till be elt Productior msumer duriubles 


will be curtailed Automobile production will be forced down from 1,100,000 in 
the current quarter to 980,000 nit n the January—March period steel tor 
ther consumer hard goods w t ( to het een DO d 60 pe ( to reg ea 
ments. Ninety-six thousat t of carbon steel and 22,800 tons of st Iral 

apes will hold the school const t } program to ut 50 percent of the ree- 
mmended construction ¢ 


Aluminum: Civilian users already mited t 16 { f pre-Kore 








sumption will be cut an addit 17 percent in the firs 1a Dine 

ry requirements will absorb 40 pe ent of the I l sup} neluding over 
two-thirds of primary aluminun With the de nd l b 175 
percent of the supply, Fleischmann forecast that many ust Ww have lg- 
gle along with mere “token deliveries” of about 15 percent of what they received 
n their best vears. In again denying that deat sentence for sina u 
minum fabricators is contemplated, Wils« hoped that those faced with 15 
percent allocations will be able “to turn arour nd make substitu- 
tions of stee| which Ss getting a tree Sup} ly his ph ( him a hance 
to Swing over. = I do not think tt are going out ess hey 
are too ingenious for that, thank Ge Fleis« nn turther stated that extr: 
steel would be made available to any hard-pressed in m fabricators who 


could use it. 

Copper: With the first quart I and ¢ i ( nd for b > mill 
products between 170 and 180 percent of sup] most 80,000,000 pounds higher 
than in the current quarter, civiliat ers of copper, held t percent e- 
ments in the fourth quarter, will find their supply reduced oU percent in the 


first quarter. Least essential copp tems W be allotted the neighl vd 
of 15 percent of their base pe 1 use It was estimated tnat there w 1 be 
substantial increases in the supply « steel and mit : etime fore 
there Was an improvement in the il oppe supply s 

Nickel, magnesium, cobalt, and other misce neous tals e being nec 
b\ military produ {lol at ites of MT ¢ oO a | iH) } 
Suppiles 

Sparkman asks for wider dis ition of defense contract o small firms t 
prevent the forced shut-down of ! ous small business to get te! Ss 
for civilian productior lt peect { t nven t Natior El rical 
; Association, Senate S kman, I of tl Senate 





to give i yy l 

[ that steful « g ‘ 

forced closing down between 1940 1 1942 of ) é l f y five of our 
smaller establishments 

Alaskan food stocks dwindling following CAD t I » \ us 

klog in fresh foods w | g I = i \ n 





Associates, Ine., out of business for flying t freq The atic vas 
nade more serious by a breakd n of Alaska Airlines s ‘ - subsidized 
ine which had recently been approved by the CAB tft the subsidized 
Air Transports Asso¢ es discon asl! D se ' nd 
Anchorage and substituted thrice wee 16 ser 

secretal Sawyer i bh ol ffi sb 1 ¢ 1d ted 
in a onto speech Canadian firms $300,000,000 wort of Tnited States 
defense contrnets. Knowing the desperate need of our own small plants f ar 
work, Senator Sparkman asked Charles E. Wilson his opinion of this hands- 
across-the-border gesture The Mobilization Chief replied wryly: “ : 1 


do not know anything about that statement. I just read it in this morning’s 
paper too.” 
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independent is 


the part 


think 
Co 


out of business, I 
CAB toward the 


put 
on of the 
red to the Report on the Irregular Airlines of 
unittee as offering “the first solution to the prob 


for this important and creative new segment of 
tegrettably, certain members of the Civil Aero 


ignore this report, and to continue blindly to 
n actually punitive cumpaign against the smal 
h apparently penalizes them for efliciency, service, 
the Congress is not in 
intensify its campaign to elim} 
technique which the from 
by administrative regulation’.” 


Is Session, if is entirely 


using the Senator 


Small Business Committee, 


ted that he had instructed the staff of the committee to Stay in touch with 
the Civil Aeronautics Board and continue discussions pertaining to this matter 

Small business urged to be more vocal in presenting views on taxes to Con 
gress by Robert H. Caffee, president of the Printing Industry of America, Mr. 
Caltee told his small-business colleagues that they were making a mistake in 
not being more forceful in counseling Congress on tax matters. The Senate 
Small Business Committee hopes to provide an opportunity for businessmen to 


© series of tux 


Symposiums to be held through 


ng the recess period. 
allowance 


in Government contracts is under discus- 


Authority Manly Fleischmann wants to review 
firms which have been granted certificates of 
rite-offs, 


The Senate Small Business Commit- 


lants Administration | in Sen 
Che publication also contains the text 
Single copies are available by request 


De 
print 
SDPA, 


ense P resented 


Temporary quarters 
pending the renovation of 


Avenue NW. 


be 


used for 30 days, 
Fourteenth and Pennsylvania 
he Republie 7500 switchboard. 


L951 


still does the industry goose step in following 


NPA this week issued an amendment to 


former safeguard of preserving 10 


percent of the producer's ¢ itput until the final 15 d ys of the order-acceptance 
! d \I; small fabricators have told the Small Business Committee that 
heir ; ty to ind sources of supply during these last 15 days has been a life- 
er Th eel producers, however, having won their battle to scrap the for- 
mie first-« ©-first-s¢ ed rule have now won another skirmish Which allows 
t 7 AHOow TO Most-favored customers their ent re output far in advance, The 

‘ re se on the orders states “The change wil] permit suppliers to accent 

f ite for elr total February d March output.” Thus, famine 

lis eem t nal ited for Sthall users io do not have close ties wi h 

. Ane press release utters the pious hope that “the Tron and Stes 

1) ( it arrange to assist in locating other sources Of supply,” thus im 
rece nizin tha seriou dis ations will lollow the adopt on of this 





» of small-business facilities by 
ivered this week before the ani 
Independent Tire Dealers. 


military 
ual con- 
Pointing out 
sentimental attachments. Attorney 


a 
of 


1: “Small business is sought out because it must 
be preserved as an essential asset in event of total] War, and because it is so 
essential to the preservation of our System of free enterprise in the peace that 
will come As I have stated before, we shall attain our defense objec- 
tives and preserve our free enterprise system if we adopt an intelligent central 


If informed plan- 
‘ontracts which are let to 
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industry will be 
medium, and si 
of Justice may 
praccices whi 
reassuring 
that con 
our sSvVsti 
Pobo 
their perce 
uware ed ad 
defense dolar 
Small Business 
17.5 percent Was 
Plants Administrat 
its first attempts 
business, 
Smiuall-business 
Administrator Manly F! 
appointed Security Info 
dissemination of the maXimum amount 
of its past difficulties with Government agencies Ww have hidden beh 
of national security, the Small Business Committee has asked tl 
screening committee for a piedge not estrict needlessly data which will be 
helpful to the business community The members of the Security Information 
Committee are: James King, Peputy Administrator, DPA; C, H. Kendall, General 
Counsel, DPA; R. W. Lawrence, Director of Security, DPA; and Kdward K. Moss 
Assistant Administrator for Public Information, NPA, 
Small business and concentration of defense contracts no problem, according 
to a recent re n le under the at » f the Munitions Board with the 
title of “Review of Major Problen in ‘ "I rement and Reco 


tions.” While this was a comprehen 


! 


check s revealed no mentiol 

to the alarming concentration of defense contracts 
tions. Cynics might attribute these slight oversigh 
group whose roster, with one exception, reads like a 
industrial giants 

United States Steel pre sident ites importance of small 
economy Benjamin F. Fairless said this week: “When any { tops pro 
ducing new business units, it must perish just as surely : it uld if it had 
stopped producing childre! The trouble is th: the lishment of anv new 
business is likely to be a very hazardous and sth amble. Yet the whole 
future of America depends on the itil if millio TY pole oO take that 
risk—and one thing is certain: man iis right 1 ! | ever take anv 
gamble unless he knows, for a fi at S pay off to somebody.” 

Aftermath of New York price y ; Macy’s sued by Mixmaster The Sunt 
Corp., of Chicago, filed suit last week in the United States District C . 
Southern District of New York, against R. H. Macy & Co., charging that the 
department store has “unlawfully restrained and monopolized” the sale of 
Mixmasters in the New York metropolitan area. Asking $6,000,000 triple dam 
ages, the firm pointed out that Macy’s had sold the appliance for $23.50, despite 
the wholesale price of $29.70 and the fair-trade price of $46.50. The company 
charged that Macy's had cornered 56 percent of the sales of Mixmasters as against 
their normal share of 4 percent, thus ruining the business of smaller retailers 
and damaging the prestige of a product that has taken 30 years to build. The 
Senate Small Business Committee studied the price war in July and, with the 
assistance of Dun & Bradstreet, found that it had been confined to New York 
and had collapsed once “excessive inventories” had been unloaded through sales 
techniques featuring loss leaders such as Mixmasters 

Omaha production pool, still not a nibble, according to conference between 
head of Omaha Industries and staff members of Senate Small Business Com- 
mittee. The weekly staff report of April 28 hailed the approval of the pool, 
the first to be so certified since the end of World War II Six weeks |: 

June 9, this report noted that Omaha Industries still had not received a 

contract. Today, over 6 months after getting into business, the Omaha pool, 
combining more than 100 small plants in Nebraska, has yet to receive a prime 
military contract. Staff members are now engaged in an investigation to de 


95741 o2 eo. 
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termine whether or not a pool must meet requirements not demanded of other 
bidders on military work. This record of frustration continues even thoug! 
the Omaha group wrote one of the outstanding production stories of World 
War II, 

Big prime contractor decides not to bother with subcontracting and will make 
as much of every contract in his own organization as possible. According to 
the New York Times, the Lewyt Corp. of New York, a large manufacturer of 
vacuum cleaners, has decided not to subcontract to the extent which it has 
done in the past and will expand its own facilities so that it can make its own 
components and parts. Alex Lewyt, president of the firm, blamed the decision 
on the booming market in parts and said that the step was necessary in order 
to make a profit on military contracts. Lewyt is estimated to have between 
$25,000,000 and $55,000,000 in prime military contracts and Mr. Lewyt empha 
sized that the company’s defense activities will not prevent the manufacture 
of an adequate number of vacuum cleaners to meet demand. Meanwhile, many 
small manufacturers either stand idle or operate at a low rate while they wait 
for subcontracts to filter down to them. 

Small business committee staff members report income from all sources on 
new form required to be filed with the committee members each quarter. 
Following the recommendation of the Douglas Ethics Committee Report, all 
professional staff members filed complete financial statements with every mem- 
ber of the committee covering the period of their employment by the committee. 
Included in the statement was the following oath: “I swear that this is a full 
and complete statement of my income covering the period. I further swear 
that I have engaged in no other business activities during this period and that 
I have devoted my full working time to the committee. I have had no financial 
interest, either direct or indirect, whether in the form of salaries, commissions, 
fees, dividends, loans, or otherwise, with any individual, company,:or group 
that have had any dealings with the committee.” 


NOVEMBER 9, 1951 


Will clinics do the job that must be done? is the question raised by this week’s 
announcement by the Defense Production Administration and the Department 
of Defense that they will jointly sponsor “industry assistance clinies in a score 
of cities shortly.” According to the records of the Senate Small Business Com- 
mittee, and the Small Business Offices of the Munitions Board and the NPA, 
the average small-business man knows the mechanies of getting defense work; 
his only question is, When will I be allowed to participate? Recent statistics 
showing that a progressively smaller percentage of the defense dollar is going 
to small firms and the unprecedented concentration of military work in the 
hands of a few industrial giants might point out a more productive line of en- 
deavor for the Pentagon and the DPA. These clinics are certainly valuable as 
a forum for getting pertinent information to the business community, but a 
series of over 100 such meetings was initiated 17 months ago and subcontracting 
elinies are now being held under the auspices of the Army, Navy, and Air Force. 
On the other hand, there is no doubt but that many contracts are now going to 
concerns already snowed under by defense and civilian business when idle pro- 
ductive capacity is available. 

Mobilizers allow G. M. to build new plant to duplicate idle capacity. This 
week’s papers announced that General Motors was about to begin construction 
of a new $8,000,000 facility to produce aircraft landing gear struts. These struts 
are urgently needed, according to press releases, but the Senate Small Business 
Committee knows of plants and pools which are equipped to start production 
almost immediately without the use of vast amounts of structural steel and other 
critical materials in short supply. The committee also plans an investigation to 
determine whether DPA officials have certified the new plant as qualifying 
for accelerated amortization. DPA and defense agencies might well consider 
correcting cases similar to this, rather than placing all their trust in clinics. 

Steel last week, copper this week; what next? is the question after the NPA 
announced that it was lifting its previous restrictions binding copper pro- 
ducers to hold back a small percentage of their output for scheduling to ticket 
holders who were unable to fill their allotments in the first go-round. The copper 
mills had requested this change to give them greater flexibility in filling the 
requirements of favored customers and to free them from the necessity of 
holding back a “kitty” for latecomers. With Administrator Manly Fleisch- 
mann’s admission this week that the NPA had been giving out tickets for larger 
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amounts than there were available, the significance of scrapping the old first- 
come-first-served doctrine is readily apparent. With not enough steel or copper 
to go around to everyone holding CMP coupons, those who do not have close mill 
connections can expect nothing—and usually get it. Mr. Fleischmann said that 
“attrition” was not operating as it should, but that nothing could be done about 
it for the first quarter of 1952. Thus, small fabricators without sources of 
supply have to wait until May or June, at the earliest, for relief. 

Mobilizers finally admit need for aluminum ezar and name Samuel Y. Anderson 
to the post of Deputy Administrator of the Defense Production Administration 
Mr. Anderson will be given powers commensurate to the scope of his task, 
according to DPA Administrator Manly Fleishmann and will have the authority 
to cross agency lines to bring the entire aluminum picture into focus ‘he 
Senate Small Business Committee and other congressional groups have long called 
for such a move. On February 5, 1951, the Senate committee in its report o1 
material shortages called for the establishment of a single office to treat all 
phases of the aluminum situation after it heard testimony that some seven or 
eight separate and distinct agencies were dealing with the production, allocation, 
expansion, export licenses, military requirements, exploration for sources of ore, 
power supplies, and related subjects. 

Subcommittee files on irregularities in Detroit internal revenue office were 
turned over to the House Ways and Means subcommittee investigating the Bu- 
reau of Internal Revenue, by Senator Blair Moody. Senator Moody’s group, a 
subcommittee of the Senate Small Business Committee, uncovered evidence of 
irregularities in the Detroit tax oflice during its probe of black-market activities 
in nickel and steel. 

Investigation into hoarding of aluminum by airframe producers continues as 
staff members of Senate Small Business Committee conclude their field investi- 
gations covering the major aircraft manufacturers and the three prime producers 
of aluminum. This investigation was authorized by the committee and has been 
urged by other Members of the Senate and by those users of aluminum whose 
supply will be cut to 15 percent of base period usage during the first quar 
of 1952. A report on this field study is expected within 2 or 3 weeks. 

Gray-market steel. The committee’s Procurement and Mobilization Subcom 
mnittee will hold hearings in Chicago, Ill., on November 20 to explore the gray 
market in steel. Previous witnesses before this subcommittee have admitted 
selling $120 steel for as much ; oid rhe subcommittee is now trying to find 
out how much ste tr: Is il | gray miarkets and what can be done to get 
it back into the normal channels distribution. Investigators of the committee 
have been in the Chicago area for 2 weeks tracing leads brought out at the Pitts- 
burgh hearing 

John Horne named Deputy Administrator of Small Defense Plants Administra- 
tion this week by Telford Taylor, SDPA Administrator. Mr. Taylor made the fol- 
lowing statement in announcing Mr. Horne’s appointment: “W ‘e extremely 
fortunate in obtaining Mr. Horne’ rvices. He is an outstandin 
well known for his comprehension of the needs and problems of 
men. He will be of great value the agency.” Mr. Horne has served : 
istrative Assistant to Senator Joh Markman for the past 6 years. At the same 
time, Mr. Taylor made public the naming of James M. McHaney, of Little Rock, 
Ark., as general counsel of the SDPA. Mr. McHaney was associated with Mr 
Tavlor at the Nuremberg trials 

Small-business group blasts enforcement of antitrust laws in a press release 
issued this week by George J. Burger, vice president, National Federation of 
Independent Business. Mr. Burger charged that the Department of Justice and 
the Federal Trade Commission were merely paying lip service to the ideal 
of free competition and concluded by calling for “a consistent and sincere 
vigorous enforcement of the antitrust laws and urged the Small Business Com- 
mittee of the Congress to seek an immediate investigation of the agencies.” 
The Senate Small Business Committee authorized such a study by its staff at ar 
executive session of the committee before adjournment. 


"ay 


1 


NOVEMBER 16, 1951 


Recommendations on low-cost air 


} 
i 


service accepted in principle by CAB 
Following a long study of the role of the so-called irregular airlines in the 
United States air transportation industry, the Senate Small Business Committee 
issued a report on July 10 which stated: “It seems to your committee that the 
CAB might well reassess its whole approach toward air transportation. Cer- 
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} 


{ resulting in the use of subsidy to provide high-cost 
air service for a small part of the population, needs reexamination, ‘The 
on of the nonscheduled air carriers has demonstrated that there is strong 

‘demand for cheap air transportation on a vastly expanded basis.” 
week, the CAB issued a decision in the transcontinental coach case. 
lesS air transportation can be brought within the reach of the many people 
ted means, it will not be able to fulfill its obligation to the American 
people. Indeed, there could be no justification for a national policy which has 
poured millions of dollars of the people’s money into the building up of a vast 
ir transportation system if that system were to be permanentiy restricted to 


Persons ¢ f means and denied to the masses of the people a Despite this upprova 


in principle, four of the five members of the CAB voted to reject the applications 
of four airlines that wanted to offer coast-to-coast air-coach service. 

Member Joseph P. Adams, in a dissenting opinion, stated: “Despite the efforts 
of the majority to so construe the public convenience and necessity as to eli 
inate serious consideration of substantial volumes of trathe, it seems to me 
that the approximately 450,000 passengers and the 760,000,000 passenger-miles 
generated by the low-fare air-coach operators in 1950, indicate a real need for 
the controlled operation of a low-fare coach service; particularly in view of the 
fact that an exclusive air-coach operation in times like these will not cost the 
Government one penny of mail pay. It seems to me, the (presently certiticated ) 
carriers did not fulfill their obligations under section 404 (a) of the act to 
‘provide and furnish interstate * air transportation * * * upon 
reasonable request therefor * * and to provide safe and adequate service, 
equipment, and facilities in connection with such transportation,” * *—) * 
“TIT disagree with the majority in their decision to ignore this vacuum in our 
present air transportation system * % . The Board should provide the 
public with * * Jow-fare coach service now.” 

In a speech before the Lawyers Club in Atlanta, Ga., CAB member Oswald 
Ryan said: “The air coach has come to stay. In fact, I believe that this type 
of air service is destined to become the standard air service of the Nation in 
the not too distant future. The emergence of the United States as a world power 
with the highest standard of living in the world has been attributed in large 
part to the American idea of mass production of goods and services. The low 
cost air-coach service is based upon that American principle and its success must 
depend upon it.” 

Sparkman criticizes lack of concrete action to assist smaller manufacturers 
hit by drastic material allocations. In a speech before the annual conference 
of the National Automatic Merchandising Association in Cleveland, Ohio, on 
November 12, Chairman John Sparkman, of the Senate Small Business Com 
mittee, demanded to know why so little progress had been made in the field ot 
planned procurements, the channeling of contracts to those industry segments 
of the economy which have been hard hit by material shortages and end-product 

trictions, “To the best of my knowledge, no concerted effort has vet been 

to pinpoint enongh contract opportunities to these stricken segments of 
mommy to preserve these facilities in at least a break-even, stand-by posi 
tion We had to make use of our small plant facilities during the last war. 
We may need them again sooner than we think. It would take just a little pro 
irement planning to assure that thousands of small plants will be available 
f and when they are needed for an all-out armament effort.” Sparkman also 
questioned the 5-percent decline in the dollar volume of defense contracts 
iwarded to small companies “Dollar volume purchases from small firms 
in the 1950 fiscal year (were) 24.5 percent of the total. Dollar volume 
purchases from small firms in the 1951 fiscal vear (were) 21 percent. Ten days 
ago the official figures became available for the month of July. They show that 
only 16 percent of the defense dollars spent in July went to companies employing 
fewer than 500 employees. The pro-small-business policy statements from high 
procurement officials sound somewhat hollow when measured against the aectua 
statistics showing where the vast percentage of contractual dollars are going. 
The downward trend of this purchasing pattern must be halted if qualified small 
plants are going to take their rightful place as full partners in our industrial 
mobilization effort.” 

Rig Steels Fairless blasts small-business pleas for defense work in a speech 
delivered before the Wharton School of Business. Mr. Benjamin F. Fairless, 
president of United States Steel, called the Senate Small Business Committee's 
report on concentration of defense contracts “a lot of political evewash” and 
said that any attempts to revise the system of awarding military contracts would 
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was brought out by Mr. Cass Hough, general manager of the Daisy Manufacturing 
Co., of Plymouth, Mich. Mr. Hough testified that he was able to get only between 
12 and 14 percent of his regular supply of steel from his usual sources. “It 
was buy this gray-market steel or go out of business,” said Mr. Hough. Testi- 
mony showed that six different firms or individuals made a profit on the steel 
that was delivered to the Daisy Co. from the time it left the mill until it was 
received by Daisy. Only one of these firms ever had actual possession of the 
steel, The Daisy Co. was required to pay freight charges from La Crosse, Wis., 
even though the broker admitted that the steel had never been anywhere near La 
Crosse. “That represented a part of my profit in the transaction,” he said. 
Information concerning the operations of the gray marketeers has been turned 
over to the Department of Internal Revenue and the Office of Price Stabilization 
for a determination as to possible violations of Government regulations. 

Steel gray market Detroit hearings will be held by the Mobilization and Pro- 
curement Subcommittee of the Senate Small Business Committee in Detroit, on 
Thursday, November 29, at 10 a. m., in room 734, Federal Building. Inquiries 
conducted by members of the committee staff in the Detroit area have disclosed 
considerable amounts of steel going from mills through brokers to end users and 
increasing in price in some instances from $5.10 a hundred pounds to $18.50 a 
hundred pounds. The hearings will attempt to develop the reasons why steel 
escapes from normal distribution channels, thus forcing businessmen to pur 
chase their steel through brokers at high prices. 

FTC jittery about flood of mergers, but business spokesman scoffs. Chairman 
James M. Mead, of the Federal Trade Commission, revealed this week that 
mergers during the second quarter of 1951 reached a 20-year high and threaten 
the continued existence of America’s free competitive enterprise system. Al- 
though Congress a year ago passed a law designed to plug loopholes in the 1914 
Clayton Antitrust Act, merger activity has increased and is particularly preva- 
lent among these concerns having more than $10,000,000 in assets. In ordering 
an FTC crack-down on this great wave of mergers, Chairman Mead pointed out 
that mergers had increased from 500 in 1947 to 750 last year. Ho-humming 
the significance of the FTC statement, the New York Journal of Commerce 
pointed out that most mergers do not result in any substantial lessening of com- 
petition and, in addition, pointed out that there are in the United States more 
than 4,000,000 business enterprises. The Journal of Commerce did not report 
how many of those 4,000,000 concerns had assets of over $10,000,000, which ac- 
counted for over half the mergers, or the number with assets over $50,000,000, 
which numbered a quarter of the mergers. 

Chairman Sparkman accuses CAB of inconsistent actions in announcing to 
the public support of low-cost air-coach transportation while refusing applica- 
tions of airlines to perform such operations. In a letter to CAB Chairman Don- 
ald Nyrop, Senator Sparkman said: “Inherent in the Civil Aeronautics Board 
majority decision recently issued on the Transcontinental Coach-Type Service 
ease is recognition of the need and value of low-cost air transportation for hun- 
dreds of thousands of passengers who would not otherwise fly. * * * Iam, of 
course, very pleased by this statement of policy. As you know, it conforms closely 
to the recommendations of the Senate Small Business Committee in its report 
on irregular airlines. * * * However, the Board majority’s decision as a whole 
is a paradox. It portrays the growth of air-coach service with commendable 
eloquence and detail, and then rejects an application which would further that 
growth. * * * Tam convinced that unsnbsidized nonskeds can, and should, be 
allowed to live and grow without detriment to the country’s air transportation 
industry—in fact, with great benefit to all segments of that industry. I ask that 
you let them do so until you have completed your long-term study and arrived 
at your conclusions.” 

Small Defense Plants Administration jumped into subcontracting picture this 
week as Administrator Telford Taylor announced the first important step to be 
taken by the new agency. Concerned by the number of complaints directed to 
Congress and to the SDPA by small-business firms holding subcontarcts they 
are unable to finance, Taylor called on prime contractors to cease setting up 
set-off restrictions against their subcontractors. The set-off gives prime con- 
tractors the power to withhold payments from their subcontractors as a means 
of recovering debts or claims due from subcontractors on other accounts. With 
the set-offs in operation, small subcontractors are seldom able to obtain bank 
credit under either private or guaranteed loan programs. 

Chairman Sparkman replies to New York Times editorial blast at small busi- 
ness, In its lead editorial for November 16, the New York Times stated: “In 
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recent years a studied attempt has been made in Washington to create and de- 
velop a new type of Class-consciousness in this country. Perhaps it was because 
American industry has swung the tide of victory in favor of the Allies in the 
war, or perhaps it was for other reasons, but some of our more political-minded 
representatives seem to have decided rather suddenly that simply Posing as 
antibusiness had lost its magic. An attempt was thereupon made to resolve 
this dilemma by dividing businesses, for political purposes, into two classes— 
big business and small business. The idea was that it would thus be possible 
to retain the support of people who regard bigness in any form as antisocial, 
and at the same time make a pitch for the support of the overwhelming majority 
of business enterprises. 

“With this situation in mind, it seems to us that Benjamin F. Fairless, presi- 
dent of the United States Steel Corp., has performed a public service in the 
case of a recent report by the Senate Small Business Committee. This commit- 
tee produced a great mass of data which purported to show that 10 big corpora- 
tions ‘had handed to them’ 40 percent of all defense contracts.” 

Senator John Sparkman, chairman of the Senate Small Business Committee, 
immediately answered this attack in a letter to the editor. Senator Sparkman 
said, in part: “The Senate report is, in brief, a comparison of the concentration 
of defense contracts during the present mobilization period with the concentra- 
tion during World War II. It is no more or less than this. It is not, to use your 
borrowed terms, a means of fostering ‘free-wheeling, bribery, * * * corrup- 
tion, * * * treason.’ The views attributed in your editorial to the report are 
so contrary to the report itself that I feel obliged to quote, for your benefit, por- 
tions of the actual document : 

“*Your committee has long suspected that a select few manufacturers have 
been receiving the lions’ share of defense contracts since Korea, The commit- 
tee is no way doubts the high competence of these companies to fulfill their de- 
fense contracts satisfactorily * * but questions the economic wisdom of 
dislocating the entire economy by heaping the load of defense work onto a few 
giant concerns. * * * Inevitably such an unbalance leaves a large mass of 
smaller but equally competent companies cut off from those scarce basic materiais 
essential for civilian production and, at the same time, unable to obtain defense 
work. 

‘‘* * * This study reveals a far greater concentration of defense con- 
tracts than any Government figures have thus far indicated; 10 large manufac- 
turing companies have been handed 40 percent of the total dollar volume of de- 
fense contracts since Korea; 50 companies command almost two-thirds of the 
dollar volume of defense contracts. This is considerably higher concentration 
than during World War II, when 10 large manufacturing companies controlled 
30 percent of the war-contract dollar volume, and 100 companies two-thirds 

‘te  * * Unless all segments of industry can be kept functioning and 
defense contracts spread out over a broad industrial base, a sudden call for 
out mobilization might find a substantial part of our industrial strength unavail- 
ible to make its important contribution 

“*The long-range effect of such concentration of defense contracts in indus- 
try will be equally as disastrous to our free-enterprise system as the short-range 
harm to the mobilization effort.’ 

“Agreement has been virtually universal that the concentration of contracts 
during World War II actually impeded our war effort. At a time when there 
were idle small-plant facilities, the backlogs of larger companies disrupted ship- 
ping schedules to combat troops and created shortages of weapons on some fight- 
ing fronts. It is possible that you may remember that in June 1942 the Congress, 
by unanimous vote of both Houses, established the Smaller War Plants Corpora- 
tion. The issue of spreading war contracts among our smaller producing units 
was not then considered a partisan matter, a demagogie device to further, in the 
words of your editorial, ‘a new type of class-consciousness in this country.’ 

“Nor was it to ‘divide businesses, for political purposes, into two classes—big 
business and small business’—that the Congress in September of this year created 
the Small Defense Plants Administration and gave to it a legislative charter per- 
mitting it to help our smaller producing units to participate in our industrial 
mobilization effort on an equal footing with their larger competitors 

“The primary concern of the Senate Small Business Committee is to help ma 
tain a competitive free-enterprise economy. The members of the committee are 
alarmed at tendencies toward concentration. The Federal Trade Commission 
has just reported that business mergers reached a 20-year peak in the second 
quarter of 1951. We are only too familiar with the experience in Western 
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Europe where such concentration has led to socialism and the nationalization of 
basic industries. Inevitably we recognize that competition can be painful and 
that our efforts to preserve a competitive economy will draw the fire of some 
large business units. We are engaging in no holy war, pitting small business 
against the forces of industrial giants. Your editorial’s insulting inferences on 
political purposes are unjustified in view of this committee’s nonpartisan record, 
which has resulted in every report having the unanimous support of the committee 
members of both parties.” 
DECEMBER 1, 1951 


llion pounds steel move through daisy chain of brokers and gray 

| for several times mill price, Senate Small Business Subcom 

ee hearings in Detroit revealed. With the spotlight on self-styled steel 

okers and middlemen as witnesses, the subcommittee uncovered such steel 

actions as performed by the Oakman Manufacturing Co. <A relatively small 

firm making stampings for some of the big auto companies, Oakman has 

ught nearly 10,000,000 pounds of steel from the mills since last March, selling 

higher prices through dummy companies. Nathan Freedland, treasurer of 

nan, explained to the committee: “We had to set up dummy companies to 

steel, because if the mills knew we were not using it for manufacturing, 

d cut off our supply.” Freedland made his steel operations a cozy family 

by drawing his personnel for the dummy companies from close relatives. 

the dummy companies under Oakman are: (1) L & M Steel Co., standing 

ouis and Mary Labovitz Mary is the relative of Freedland who has 

lled” some 2,000,000 pounds of steel since 1949, in the form of the Labo 

es receiving some $55,000 a year for doing nothing except receiving checks 

delivering them to another firm; (2) Clements Steel Co., consisting of 

I's sister-in-law and aunt who sign checks at their Clements Street resi- 

Freedland’s sister-in-law testified: “We are a selling agency, but I don’t 

what we sell. We just get mail and sign checks.” (3) Ambassador Steel 

president, Harry Freedland, Nathan’s brother. Two other brothers, Jack 
Hyman, are owners of Ambassador. 

fhe Small Business Subcommittee also heard testimony of individual steel 

nsactions such as that of Harry W. Liebergott, who bought 15,050 pounds of 

| one day for $7.25 a hundredweight and sold it the next day to the Howard 

0 Chicago brokerage firm, for $14 a hundredweight. A committee chart 

nother transaction involving Liebergott and three other brokers in 

h the price of a consignment of steel was boosted from $5.95 a hundredweight 

mill to SIS.65 paid by the manufacturer who eventually used it While 

tt now has on hand in his warehouse 500,000 pounds of steel, such wit- 
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Schuler, a distributor of heating and air-conditioning equipment, 
30 percent of his NPA steel allotment of 25 tons per month from 
at normal prices. Another witness, Richard T. Hill, president 
tors, Inc., blamed the steel brokers for his recent bankruptcy, 

is firm has been unable to fill orders for butaine and protane 
When his regular source of supply dried up, his firm 
Subsequently, he has been offered steel by “a man in 

a pound, double the regular price 
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son que tioned whether it “doesn’t actually verge on 
for middlemen to capitalize on shortages to multiply the cost of much- 
teel and copper 
OPS steel-pricing regulation to break up steel gray market. The regu 
will prevent, OPS said, pyramiding of prices and mark-ups through multi 
iles, finders’ fees, and other devious methods of selling steel through ab- 
al channels By establishing resellers’ ceiling prices at normal levels of 
distribution, the OPS reguiation will dry up the present profits in gray-market 
steel trafficking. This steel order (to go into effect December 16), OPS pre 
dicted, will limit or lower the cost of a wide range of industrial iron and steel 
products and generally cover most sales of steel after it leaves the mills. 

Senate Small Business Committee uncovered Internal Revenue frauds in De 
troit in the course of an investigation of steel gray markets. Mr. Joseph J 
Weyn, attached to the Intelligence Unit of the Detroit Pureau of Internal 
Kevenue, resigned this week, after the Senate Small Business Committee had 
forwarded to the Internal Revenue Bureau evidence that he received fees and 
gifts from a steel broker whose tax affairs were in his jurisdiction. Mr. Samuel 
J. Hamway, also attached to the Intelligence Unit of the Detroit Bureau of 
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Internal Revenue, has refused to submit his resignation, which has been re- 
quested by the Bureau of Internal Revenue. Hamway has been accused of ob- 
taining discounts from an automobile and appliance dealer. Three other em 
ployees in the Detroit Bureau of Internal Revenue, whose names were forwarded 
by the Senate Small Business Committee, are being given lesser punishment 
probably a reprimand and a transfer. 

One hundred largest contractors received 61.5 percent of total military prime 
contracts during fiscal , according to a Munitions Board survey The fi 
eight companies on the Munitions Board list were award 25.6 per f 
military prime contract dollar volume for the vear reneral Motor 
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concerns during the 9 months following the outbreak of the Korean war. On the 
basis of these statistics, Mr. Fairless jumped—and it is a record-breaking jump, 
both statistically and logically—to the conclusion that there is no reason to try 
to increase the amount of Government procurement that goes to small business. 
Now, I am not going to argue about Mr. Fairless’ statistics on employment and 
profits. In fact they are vulnerable but, even if they were completely sound, 
they are irrelevant. * * * The plain fact of the matter is that, in particular 
areas and particular industries, many small-business men have their backs to 
the wall as a result of material shortages. I would hate to tell a man being 
forced out of business that statistics show he is prosperous. Mr. Fairless, for 
reasons best known to himself, has done just that.” 

tubber stretches to unlimited usage by producers in new NPA rubber order 
relaxing restrictions on rubber consumption. This sweeping relaxation of rub- 
ber controls had been the major recommendation of the Senate small business 
rubber watchdog committee to NPA. Effective January 1, all rubber users will 
be free to produce as many rubber products as they want, as long as they produce 
them according to NPA specifications on the proportion of natural and synthetic 
rubber used. Nearly a score of other recommendations by the Senate watchdog 
committee were also put into effect by NPA. 

Joint Government action to spread defense contracts was urged by SDPA Ad- 
ministrator Telford Taylor in a letter to Defense Secretary Robert Lovett. For 
the first 3 months of fiscal 1952, small business averaged 18.5 percent of the mili- 
tary take, in contrast to 21 percent for the entire year of fiscal 1951. Feeling 
that immediate action is necessary to help small business participate in the de- 
fense program, Taylor wrote: “Present circumstances call more loudly for direct 
action in top-level procurement policy than for promotional and informational 
activities, important as the latter are.’ On the proposed procurement clinics 
to help small business, Taylor commented: “The purpose of these clinics is ad- 
mirable, but we must not lose sight of the fact that it is more important to in- 
crease the procurement opportunities of small business than it is to increase 
the number of small-business men who are aware of what the opportunities are.” 
Taylor listed six areas of action in which he invited procurement officials to 
work out joint procedures with SDPA. These six included (1) an analysis of 
the over-all procurement program to find out which segments can be undertaken 
by small business, (2) what specifically is a “fair proportion” of total purchases 
which must go to small business, (3) revision of the present definition of small 
business, (4) making sure that more contracts capable of being handled by 
small firms “are in fact awarded to them,” (5) procurement and allocation 
assistance to specific areas and industries, (6) coordination and use of existing 
inventories of small-business productive facilities. 

Burger blasts appointment of Leland Spencer as chief of RFC synthetic- 
rubber program: Vice president of the National Federation of Independent Busi- 
ness George Burger said that Spencer’s appointment is a blow for small business 
and “again looks like monopoly in high gear.” Burger called on the Senate Small 
Business Committee and the Senate Armed Services Preparedness Committee 
for the “fullest investigation.” 

CAB reverses resistance to low-cost domestic air-coach service, now advocates 
expansion of air-coach service and even lower fares. Six months ago CAB op 
posed the development of low-cost air transportation and fostered luxury service. 
At Senate small-business hearings CAB officials said there was only a limited 
place for air coaches. Following the Senate report which advocated the expan- 
sion of cheap air transportation, CAB now says that “air coaches conclusively 
demonstrate their economic soundness,” and CAB urges that such services be 


’ 


“promptly and substantially” expanded. 
DECEMBER 14, 1951 


Scheduled airlines open fare war against small airlines following a request 
from the Civil Aeronautics Board to aid in the fight against the nonscheduled 
airlines. W. A. Patterson, president of United Airlines, earlier this year stated 
that United would never operate air-coach planes. This week he announced that 
United would match the coast-to-coast rates of the air-coach nonscheduled car- 
riers by offering New York to San Francisco service for $99 east-bound and 
$88 west-bound. United’s regular fare has been $157.85, and its coach service, 
started in September, has been $110. Mr. Patterson was quoted as saying: “If 
the air-coach boys drop their fares any lower, we'll go right down the scale with 
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them, dollar for dollar.” TWA and National 
reductions in fares. In July the Senate Small 
the use of Federal] funds to subsidize 
recommended a vast expansion 
for Subsidies and make air 

Taylor announced new SDPA loan procedures to aid small business 
tion in the defense production effort. In a joint announcement 
Symington, head of the Reconstruction Finance Corporation, Telford Taylor, 
Administrator of SDPA, Worked out the following three steps for handli; g loans 
under the liberalizeq Provisions of Section 714 of the De 
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through 1952 with the last three quarters the tightest. Before 
to increase the Air Force from 95 to 142 £roups, Fleischma 
the aluminum Situation Would ease after midyear. Stee] 


Taylor said 
alarm to the num- 
acency was 
take the hece Ssary 


The small business #* « 


* The difficulties Ww 
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Office of the Inte 
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e charges. 
rnal Revenye 
quest to resign. He was one 
littee investigators. While 
» the committee discovered 
Senater Blair Moody 
Dunlap and turned oy 


Serious 
made a report 
er the Committee’s 
tax scandals. Two weeks 
Business Committ 
Dunlap. 

Cuts in 1952 Civilian 
fense Production Administration, 
sram, aluminum Will be in Short supply 


ee, Joseph 
Production, 
the decision 


nn had hoped that 
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supply during the second quarte 
of the year. He expressed the 
necessary. First quarter alloc 
20 percent aluminum, and 
lleischmann thought that 
for the “smallest users.” 


r but should improve rapidly during the last half 
hope that no outright prohibition order would be 
ations now call roughly for 50 percent for steel 
10 percent of the copper used during the base period. 
in all probability the further cuts would not be applied 


’ 


Fairless reports major small business role in new 1 
In a speech to the Delaware County Manufacturers 
Fairless, president of the United States Steel Corp., 


‘nited States steel plant. 

Association, Benjamin F, 
said that 60 percent of the 
prime contractors working on the construction of the new $400,000,000 Fairless 
works at Morrisville, Pa,, were small businesses. A survey showed that the 
- prime contractors on the new mill north of Philadelphia had given work to 
=.000 subcontractors. Mr. Fairless did not report the percentage of the dollar 
volume held by small business. 


DircEMBER 22, 1951 


hundred thousand dollar steel business ¢ arried on by broker without tangi- 


ets according to testimony before the Senate Small Business Mobilization 


‘rocurement Subcommittee At a hearing in Cleveland on Wednesday, 
gray market operations of Jerome Singer were examined by the subcommittee. 
ver was “too ill” to testify, according to his psychiatrist. However, his 
attorney, Max I. Kohrman, told of a sale of o0,000 pounds of steel by Singer to the 
Hart & Co. of Holland, Mich., for 15 cents whic h he had purchased for 8.8 cents 
a pound. Lester Wien, who operates a business known as Reserve Steel Co 


vl] 


’ gle office with a telephone. Wien testified that he handled nearly 
200,000 pounds of steel ; * One deal was traced in which steel moved 

h four brokers incre; n price from 5.2 cents to 161% cents without 
‘aving an Ohio valle: drehouse 


Was served by steel going through this daisy chain, Wien answered: “None” 


Hivman Weinstein, a s rap steel dealer, told the subcommittee that he made only 
82.000 profit a month in the scrap business but cleared up to $18,000 dealing in 


as OnLY a Sil 


Questioned on what economic purpose 


concerned by concentration of defense contracts. In the 
Defense Production Act of 1950. the Attorney 
f partial mobilization, small-scale enterprises are 
lves to the curtailment of vital materials and to 
priorities, and price and wage controls. As more 
als are diverted from the civilian market to military uses, 
Whose operations are not diversified and who do not hold 
L shut down and disappear from our economy unless great 


ng exercised 


promptly, the return to 
f Mluction and pro 
terprises than 

onomie power, 

ipelled the Con 

President in im 

se should be I} omoted 

ih system of competi- 
uninformed is neces 
scale busines : enter- 
wisie materials, skilled labor 


operations whic} ‘ rear 


Pos 
products can no longer be produced, 
decisions of Government affect ng procurement for 
epoly and concentration and to destroy the small- and 
which ! he bulwark of our competitive eeonomy.” 

re ths occurred on December 16. when 

1., with the loss of all 56 persons 
had not had a fatal accident in 


Les as A group had flown 2 


accident in July 1949 
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President Truman moves to get supplies to small plants in an effort to minimize 


closings as a result of material shortages. In a conference with Telford T: 
Administrator of the Small Defense Plants Adm 
pressed 2Teut interest in speeding the defense prog! 


necks by a wider spread of Government procureme 


ported ti be “consid ‘ \ concerned” over the pligh 


their backs to the wall use cut-backs in steel, 


the long-term pre 


Groupil g 
Charles | 
Association 


! 


disperse « 

CAB chairman promises ti 

to Senate Small Business Comm 

said: “The situation today is that 

being permitted to live and operate pending ce 
investigation, at which time further ac , 
ing the operating : 
However, in tl 

may arise because « 


operat 


ie@Tel 


a ] ; nations 


»absen 


serve 


hensi\ 


Little evidence of alumin 
Small Business Committee invest 
\ staff report states ¢ At 
safely be diverted to civil 
investigated.” The report 
aireraft industry was forcin 
as money that is tied up in inventories is dead. The committ undert 
investigation at the request of Senator Spessard L. Holland and Senat 
Smathers and as a result of persistent re ‘ts that aluminum was being 
on the west coast The committee’s concern stemmed from the fact that 


14,000 small aluminum fabricators, who as a group use less than 5 peree 
domestic production, are facing extinction because of the critically tight st 
of aluminum. Even a small excessive inventory on the part of any aircraft m: 
ufacturer could mean the difference between life and death for a substantial 
number of fabricators.” The committee predicted that the overwhelming im 
portance of the aircraft program would keep aluminum in tight supply through 
1954 

SDPA seeks aid for small firms cut back on metal allotments. The “most 
urgent” problem facing SPDA today is finding ways and means of helping small 
manufacturers who have had their copper and aluminum allotments cut sharply 
by NPA, asserted SDPA Administrator Telford Taylor. Some 2,800 companies 
have been ordered to cut their use of aluminum and copper to 20 percent or less 
of their base period; a total of 3,100 companies have had copper allocations eut 
to 34 percent or less, and 15,000 companies have been cut back to 35 pereent or 
less These percentage cut-backs allow for production only below the break 
even point in most companies engaged in nondefense work Telford Tavlor pro 
poses to aid these small companies in two ways: (1) Find types of defense work 
they ean do and (2) get spot assistance sl Ipments of materials to those com 
panies that cannot handle defense orders 
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Representative Joseph W. Martin asks Fleischmann for aid to the New England 
jewelry industry. Asa result of a lack of materials, the “problem of the jewelry 
industry is one of immediate and pressing urgency,” Representative Martin 
wrote. He asked that the industry be given an equal percentage share with 
other producers of civilian goods in the allocation of copper. Taylor’s new pro- 
gram for spot assistance should begin here. 

Military structural steel demands so unrealistic that DPA may cut military 
quotas for second quarter 1952 allotments by 50 percent. Under a new pro- 
cedure, Defense Department requirements for steel will be screened by asking 
the military to back their requests with detailed plans and specifications for 
their construction programs. Up to now the military has been rushing in with 
materials allotment requests before plans for buildings are formulated. DPA 
also plans to screen military demands for steel, copper, and aluminum, thereby 
counteracting the established military procedure of, ‘“‘When you only need one, 
always order two.” 





ApreNDIx D 


DEPARTMENTAL SMALL BUSINESS ACTIVITIES—REPORTS TO SELECT 
COMMITTEE ON SMALL BUSINESS, UNITED STATES SENATE, BY 
ATOMIC ENERGY COMMISSION, ECONOMIC COOPERATION ADMIN- 
ISTRATION, MUNITIONS BOARD, DEPARTMENT OF THE ARMY, DE- 
PARTMENT OF THE NAVY, DEPARTMENT OF THE AIR FORCE, 
NATIONAL PRODUCTION AUTHORITY, RECONSTRUCTION FINANCE 
CORPORATION, AND SECRETARY OF COMMERCE 


SMALL BUSINESS PARTICIPATION IN THE ATOMIC ENERGY COMMISSION PROGRAM 


The Commission has long recognized the desirability of participation by 
small business in the atomic energy enterprise, and it has been fully aware of 
the expressed congressional policy of participation by small business in Gov- 
ernment procurement. Formal expression of this policy was enunciated in the 
Contract Manual for construction-engineering contracts (issued January 27, 
1949) in section I, part 3, 1-32 (c) with the following statement: 

“A fair proportion of the total amount of contracts should be placed with 
small-business concerns.” 

More recently, the Commission has recognized the importance of broadening 
the base of defense procurement in the Procurement Policy Guide, effective 
February 1, 1951, section 1-301 of which provides: 

“In promoting the primary objective of strengthening the common defense 
and security, rapidly and effectively, there is a great responsibility to protect 
and preserve competitive enterprise. All practicable steps must be taken to 
provide for the equitable distribution of contracts among the maximum number 
of competent suppliers and to avoid the concentration of contracts among a 
relatively few suppliers. Such broadening of the industrial base of the program 
is essential to the acceleration of procurement.” 

With respect to small business, section 1-303.1 provides : 

“It is the policy of the Commission to place with small-business concerns a 
fair proportion of the total of supplies and services procured by contract for 
the Commission. For this purpose a small-business concern is any «¢ Tn 
which, including its affiliates, employs in the aggregate fewer than 500 perso! 

Section 5-203.5 contains substantially the same provision with respect 
procurement by cost-type contractors of the Commission. 

Pursuant to the general manager’s memorandum of June 3, 1949, the several 
operations offices have furnished monthly reports as to procurement actions 
showing the extent of participation by small business in procurement not only 
by the Atomic Energy Commission but also by its cost-type contractors. 

A few words would seem appropriate here as to how AEC conducts its opera- 
tions. The major programs of AEC are research and development in private 
and Government-owned institutions to promote progress in atomic energy; pro- 
duction, use and Government control of fissionable materials, which, under the 
President’s direction, includes the production of atomic weapons; control and 
dissemination of scientific and technical information; and a program of admin- 
istration consistent with the policies established by the act. 

Probably the Commission’s most important administrative decision has been 
to continue the MED’s practice of contracting with industrial concerns and aca- 
demic institutions to perform the actual operations. Under contract, industrial 
organizations, universities, and research institutions run the production plants, 
operate atomic energy laboratories, carry out research and development work, 
and do other special tasks. 

To make and administer the contracts, the Commission has established seven 
operations offices throughout the country. Some of these offices have area offices 
such as Paducah, Ky.; Ames, Iowa; and Fernald (near Cincinnati, Ohio). Usu- 
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ally one or two major contractors operate the AEC facilities, as, for instance 
Carbide and Carbon Chemicals Division of Union Carbide at Oak Ridge, General 
Electric at Hanford, University of Chicago through the Argonne National Labo 
ratory at.Chicago., To carry out construction of the several billion dollar ex 
pansion program now under way, the operating contractor or proposed operating 
contractor may sublet necessary construction contracts, as in the case of du 
Pont, who has undertaken the design, construction, and operation of the Savan- 
River facilities, or General Electric at Hanford: or the operations office may 
tract directly for construction as Oak Ridge operations office has done for the 

or K-31 facilities at Oak Ridge and for the facilities at Paducah. 
assist business firms and particularly small business firms interested in 
products needed in the atomic energy program, AEC has issued a booklet 
ucting and Purchasing Offices and Types of Commodities Purchased 


\ Guide for Contracting of Construction and Related Engineering Services. 


is exhibit I is a table showing by value of purchase actions and by 


ns the participation by small business in AEC procurement for 


L950, through Mareh 1951 The high value of orders placed 


business is not a fair measure of the extent to which 
could be placed with small business has | 
be awarded to small business for operatior 
tk Ridge, Hanford, or Savant 


f hundreds of mill 


} 


\ the several 

d been done to curry 
to small business, stating in part 

his report his personal attention 

The re} uld deseribe 

urther small-bu participation 

l gram under the supervision of vour office, the obstacles 

encountered, whether they have been overcome or still exist, the 

hich further assistance or clarification is needed from the Washington 


f the present reporting ticipation by small business, 


might he improved « altered, how such and other reports 


ives a fa picture of pat ation bv small business, 


results of efforts by your office and its contractors to further 
| busimess, and other comments that seem pertinent and apt.’ 
response indicated the operations offices and their principal 
riously undertaken to implement the announced Commission 
» small business Thus, Oak Rit stated 


the followin ORO pract , hie » resulted in provi 


fo. small-business port I the wtomic-energy 


offivers and contractors have been advised of the Commis 
with small business concerns a fair proportion of the total 
procured, and have been made aware of the Commission's 
this poliey by our requiring the submission of monthly re 
the proportion of business awarded to small concerns 
lar attention is given by the ORO staff to representatives of small 
roughly explaining the AEC policy of engaging contractors to 
sh the Commission’s objectives, and in directing such representatives to 
ontractors who procure services or supplies that the representatives may 
n position to furnish 
“(e) Products of nationally Known manufacturers (usually large business) 
procured normally through local distributors and dealers (usually small 
business ) 
(7) In eases of tie bids between large and small business firms awards are 
made to small business,” 

With respect to cost type contractor’s procurement, New York operations 

stated 
(a) The AEC policy is furnished to each contractor. 

“(b) Periodic inspections of procurement practices are made on each contract, 
and one of the items of insnection is the extent of competition obtained by the 
contractor 

‘) In compliance with the AFC standard contract and subcontract reporting 
cost contractors are required to report monthly total purchases pmce@ 
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with small business and other business... The average proportion of purchases 
placed with small business is approximately two-thirds. When the reports of a 
particular contractor show the proportion of purchases placed with smal 
ness is substantially below this average, the per odic inspection includes 
gation of the reasons for the drop in small-business yp: ’ 
The manager at Savannah River operations ottice 
“T have provided the appropriate personnel in th 
the Contract Manual and Procurement Policy Guide 
made a detailed rey ; | 
their subcontractors 
policy as set fortl 
been held with responsible 
participation of small 
responsibility in carr) 


Hecessury We hil Ve had 


ng the smati-busine 


bre i 


curemenht 


sentative | 
firms and for 1) 
will be familiar w 
Finally. under 
tificates of necessit: 
implementation of b 
should prevent supp 
partic ular e@Xpansion 
from open taeciities 
ARC continually h 
ticipation by small business, 
be undertaken when it appear 
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Vumber and value of purchase actions classified by size of business? 
PRIME CONTRACTS 


Number and value (thousands of dollars) of purchase 


Percent of purchase actions 
actions 


Small business Other business Small business Other business 


Num 


‘470 


096 


wwarded E, ] 


lu Po ign and construction of Savan 


made to the following 1) E. I. du Pont for design and construct 


5) F. H. MeGraw for design an ! construction of Paduesh pr 
*hemical Co. for operation of Oak Ridge pri ject, $185 mill d 


lor 
1 Materials Production Center, $35 million: (¢ General Electric C 


HieH Licuts or SMALI BUSINESS ACTIVITIES FOR JANUARY-OCTOBER 1951, OrricEe 
OF SMALL BuUSINEss, ECONOMIC Coop! RATION ADMINISTRATION 


Combination Export Managers Dire ctory.—A start has been made by the Office 
of Small Business in compiling for small manufacturers a directory of combi- 
hation export managers. This will] be of invaluable assistance to small manu- 
facturers that do not wish to incur the expense of operating their own export 
department but who nevertheless manufacture exportable products. Nowhere 
in the United States is there at present any directory of these combination export 
managers, over 500 of whom have registered with OSB for inclusion in the 
directory. 

Subcontracting.—In order that small business might have an opportunity of 
subcontracting with prime contractors on large projects, the OSB obtained con- 
sent from the Projects Branch of the Industry Division and the Dependent Areas 
Branch to publicize information on proposed projects which had been approved 
by the missions and the office of the special representative in Paris, but priof to 
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any action, affirmative or negative, being taken by ECA, Washington. This 
enables small business to file its catalogs with a prospective purchasing agency 
abroad. 

Servicing west coast firms.—Because of complaints from west coast firms in 
the delay in receiving invitations to bid where there was a deadline, a contract 
was made with the Department of Commerce in San Francisco whereby such 
types of invitations are teletyped to them and they are issued by the Government 
Printing Office in San Francisco to all firms on the OSB mailing list covering 
the 11 Western States. Those firms east of the Rockies receive their mail by 
air; the others by ordinary first-class mail. This change in procedure involved 
the physical transfer of all Addressograph plates from Washington to San 
Francisco and close cooperation between OSB, the Commerce field office in San 
Francisco, and the Government Printing Office there. 

Small Defense Plants Administration —The OSB, ECA, offered its services to 
the Small Defense Plants Administration and has since discussed in great detail 
its operations with the Administrator and also with a representative of the 
Bureau of the Budget to see wherein the information available to OSB, ECA, 
could be of service to them. 

Savings.—To economize on the cost of envelopes and mailings the OSB initiated 
the practice of sending out its circulars and memos in the form of self-mailers 
and subsequently has been utilizing self-mailers for writing regular mail. The 
savings in the form of labor and cost of paper has been appreciable. 

OSB contact with ECA missions In order to more fully inform the ECA 
missions in southeast Asia as to the responsibilities and operations of OSB, ECA, 
the deputy special assistant attended the meeting of the mission chiefs held in 
October-November in Baguio, Philippines, and from Manila proceeded to Formosa, 
Indonesia, Indochina, Thailand, Burma, and returned via Europe to contact the 
missions at Ankara, Athens, Rome, and Paris. In each of the southeast Asia 
missions the OSB has arranged for the appointment of a small-business officer. 
This arrangement has been in effect for some time in the European missions. It 
is felt that the visit of Mr. McCormick to these various missions and the making 
of personal contacts is bound to result in our ability to more fully carry out the 
small-business amendment. 

To assist Mr. McCormick we issued a five-page memorandum which was per- 
sonally delivered to all the southeast Asia missions explaining the historical 
background of the small-business amendment, the responsibilities placed on ECA 
by that amendment, what had been done to date, and what was expected of the 
southeast Asia missions to obtain their full cooperation in the future. 

To conserve time and effort an agreement was made with the office of the 
special representative in Paris permitting us to correspond directly with 
the small-business officers in Europe instead of through Paris, which had been 
the previous practice. Direct contact will be maintained, as heretofore, with the 
missions in southeast Asia. 

Publishing information on requests for procurement authorizations —By agree- 
ment with the Industry Division and the Food and Agriculture Division, the OSB, 
Washington, was authorized to publish all requests received from foreign govern- 
ments for allotment of funds for particular categories of merchandise, responsi- 
bility being placed on the OSB to see that any publicity given to these requests 
was not apt to be harmful marketwise. 

Advance notices.—An agreement was reached with the Far East Program 
Division whereby OSB, Washington, now receives advance carbon copies of all 
requests to issue procurement authorizations, all firm requests from southeast 
Asia missions for procurement authorizations, and all purchase requisitions to 
any Government agency to buy for ECA under an issued procurement 
authorization. 

Advertised versus negotiated contracts.—Successfully arranged with the Emer- 
gency Procurement Service of the General Services Administration to advertise 
for public bids in all cases except those very exceptional ones where an emer- 
gency or some other controlling factor made negotiated bids desirable or neces- 
sary. 

Source of supply, procurement authorizations, and purchase requisitions \r- 
ranged with the various interested divisions involved in procurement for south- 
east Asia that the United States should always be given as a possible source of 
supply regardless of whether offshore purchases were also to be permitted. With 
respect to procurement authorizations for countries in southeast Asia, OSB, ECA, 
has arranged that the United States must be designated as a possible source of 
supply whenever other possible sources are also designated. 








336 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 





Vo brand names.—Arranged with the General Services Administration that 
whenever they were requested to purchase a product where a brand hame was 
specified, bids should be opened to any other brand of a similar commodity, 

Licensing. OSB, ECA, provided information to American corporations which 
might be interested in licensing a foreign concern to manufacture products under 
one of many types of agreements by mailing available data concerning the ECA 
convertibility and expropriation guaranties on foreign investments. This in 
formation was mailed to all the firms on the OSB mailing list plus the 10,000 
small manufacturers listed in its directory in addition to a purchased list of 













15,000 corporations in a selected size group. 
Procurement information for small business At the request of the W ashing- 
fon office of the Greck Government Foreign Trade Administration, a circular was 
ed inviting bids on thei requirements of 1.500 tons of sovbean oil. As a re 
. of this circular the bidding proved to be highly competitive, and an official 
fer Was received from the Washington office thanking OSB for enabling them 





ike their purchase at a rock-bottom price, 






( bonged Department of Commerce, ¢ cago daily synopsis In order to 
ri smnall business of proposed pr chases inv lving i deadline tor 
Is, in { was m with the Department of Commerce to publish sueh ir 





ons his the daily SYNROpSIs issued in Chienago Consequently, all 










ble informa nof this type is teletyped there and published the same day, 

f .—On the vitation of the Select Committee on Small Business of the 

House, the deputy special assistant has atte ded three meetings held throughout 

the T ted States in orde to ascertain the difficulties of small business and, to 
he extent possible, to remedy them, 

\t the invitation of the Select Committee on Small Business of the Senate, the 





special assistant has attended 13 clinies held throughout the United States 





in connection with small business. 
me ereian [rewdhel forivarders.—As an aid to small manufacturers not familiar 
With the handling of export shipments. OSB prepared a circular on the operations 
of foreign freight forwarders which was given wide publicity. 

( aet clearing lhouse OSE established a contact clearing house to publi- 
eiz> the amended convertibility guaranty provisions in ECA laws to enable inter- 
ested American and Europen firms to make contact and learn of the proposals 










of the respeetive counte rparts 
Some 194 proposals from American firms wer published in Europe, and at the 
SHI ie So proposals were published in the United States from European firms 





ested in entering into agreements, on one of several bases, to manufacture 


der licenses from American firms. Digests of the European proposals were 
prepared and given wide circulation As a result, more than 13,000 requests 






were received from American firms for full details of European proposals. We 
do not know how many additional requests were received by ECA field counselors 














and Department of Commerce field offices. This ndicates the tremendous inter- 
est existing in the United States in obtaining income from abroad by means other 
than cireet exports, 

lid obtaining additional field counselors.—In response to a letter from OSB. 
the Select Committee on Small Business of the Senate supplied us with a number 
Of haimes of prospects for field counselors. all of whom were invited to serve vol- 
untarily without pay Subsequentiy we were able to obtain the names of various 
governors’ committees which were set up at the request of the NPA to assist 
snail business \ll of these have been asked to serve as volunteer field counsel 






crs. and many acceptances have been received. 

Vegotiated bids.—OSB once more called the attention of the Emergency Pro 
curement Service, General Services \dministration, to the small-business amend 
ment and asked for reports from time to time on contracts let by them on a ne- 


gotiated basis. The only report received to date covers purchases of approxi- 


mately $1 million made in August 1951, over 75 percent of which went to small 
business 

Priorities OSB has offered its services to ECA’s Priorities Branch for dis 
tributing information on the procedure to be employed by exporters in the United 
States to obtain priorities for scarce materials. OSB has issued several bulle 
tins to firms on our mailing list show ng the procedure to be adopted by exporters 
wishing priorities for scarce materials for shipment to countries in which ECA 
operates 

Information on 202's.—OSB has requested foreign government missions in 
Washington to endeavor to amplify their requests for procurement financing to 
indicate more exactly what it was proposed to buy Jecause of the practice 
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in many of the participating countries of not making this decision until after 
the procurement authorization has been granted, thi ffort has met with only 
partial success. 

Small-business circular and memo issuances.—During the first 10 months of 
1951 OSB issued a total of 272 circulars. These all dealt with definite proposals, 


same 


advertised bids, and specifically detailed lists of commodities During the 
period 173 memos were issued. These concerned miscellaneous information, 
lists of import permits granted by foreign countries covering ECA-financed put 
chases, etc. Both the circulars and memos frequently contained several items 
combined in one issue in order to conserve cost of publication \s } 
effort of conservation, the practice of mailing circulars and iemos 

selors was stopped. Inste: a weekly digest was prepared in 

would enable them to request any specific one desired which coul 

from either this office or the nearest Commerce field office. 

Small Business Directory of Un d States Companies.—Translations of 
directory into French, German, and Italian were complet n the orde! 
tioned. The directory was originally printed in English it 
all cases paid for by counterpart funds, \ total of app! ly 70,000 wer 
printed From the number furnished OSB Washington, a small supply | 
dispatched to the newly opened southeast Asia missions, 

Spain. In addition copies were give all the Wasl 
countries in whic ; \ perates ] 

ment of Commerce, and to all Aj 

world. 

Breakdown of mailing list In 2 further 
OSB’'s mailing list has been undertaken and 
December 1. Instead of having only five gene! 
to eight for the benelit of exporters and 
picture of information. In addition, however, » E commodity code 


tiose 


Was used as a basis to enable a firm interested modi 


information only on that cor 
Correspondence During 
6,500 pieces of corres] onde 


tion This figure does no 
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Callers, \p] oxXimately 
VDAP orders.—OSB is 
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to the fact that they were 


Teelandie unporte rs 
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under ECA-financed project 
obtained and published in 
Foreign pers 
all visits of pe 
personnel going abre 
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Orientation \ represent: i 
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BCA finan ed pure hases 
Procurement Service, 
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specifying in our cireulat e name 
or items with their telephone number 
EPS, GSA procurement 
business memo informing fi st 
ments of bids on ECA-financed purchases to be made by 
Noutheast Asia procurement OSB has issued tw 
interested in southeast Asia procurement to forw: 
ECA missions there These memos resulted in ove1 
on their products with these missions, 
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Defense procurement.—OSB arranged with the Department of Defense to 
be informed by them when they were ready to accept bids on purchases which 
they were making for ECA’s account. 

Coordination with Office of Information re procurement information.—OS8SB 
arranged with the Office of Information for them to insert a note in their pur- 
chase authorization statements to the effect that where purchases were to be 
made by some other Government agency, the Office of Small Business would 
issue, when available, complete details in a special small business circular. 

Payment of commissions.—OSB prepared and issued an explanatory memo 
on the payment of commissions in accordance with ECA regulations. These 
regulations, in many cases, had been misunderstood. 

Trade manuals and directories.—OSB received and issued several new trade 
manuals and directories prepared by ECA missions. OSB rewrote and will 
have a new Greek trade manual and directory published with counterpart funds. 

Procurement in the Philippines and Formosa.—OSB issued various memos 
describing in detail the proposed method for handling ECA-financed procure- 
ment—Government and private—-in the Philippines and Formosa. 

List of firms.—OSB issued a memo listing those firms in Indochina that had 
received import permits for merchandise to be financed by ECA. 

Coordination with EPS/GSA re mailing list.—OSB arranged with EPS/GSA 
to notify all firms which wrote them filing information on their products to be 
advised that they should get on our mailing list to assure obtaining timely in- 
formation on proposed purchases. 

Yugoslav purchases.—OSB arranged with the Yugoslav mission in Washington 
to receive information from them on all their proposed purchases under ECA 
financing, enabling us to issue small business circulars to American firms. 

Import licenses issued to Furopean firms.—OSB obtained and published nu- 
merous lists of firms in European countries participating in ECA’s program that 
had been granted import licenses under ECA financing giving the names of the 
buyers, addresses, and values involved. 

Discrimination corrected.—With the assistance of the ECA mission to the 
Netherlands, OSB was successful in persuading the Netherlands Government to 
eliminate regulations requiring that automobile parts from the United States 
be purchased only from United States automobile manufacturers—a practice 
which discriminated against the traditional trade of many reputable United 
States independent parts makers. 

Payments.—During 1949 and 1950, surveys were made by the Bureau of Old- 
Age and Survivors Insurance of payments made to small business firms covering 
two periods: May to June and November to December. In 1951, a similar sur- 
vey was confined to 8 months: April, May, June. The survey shows that pay- 
ments directly to small manufacturing enterprises remain approximately the 
same—about 20 percent, but payments to small enterprises of all types has 
steadily grown and has now reached 68 percent as against payments made in 
May-June 1949 of 49 percent. 


3. MUNITIONS BOARD SMALL-BUSINESS REPORT, SEPTEMBER 1, 1951, THROUGH 
NOVEMBER 15, 1951 


I, PURPOSE 


The purpose of this report is to review the program of the Department of 
Defense which was designed to aid small business firms in their efforts to 
participate in military procurement with particular reference to the activities 
of the small-business specialists of the three military departments. 


II. PERIOD COVERED 


The period covered by this report is September 1, 1951, through November 
15, 1951. 


Ill, GENERAL 


Continuing efforts have been made throughout the period covered by this 
report to complete the implementation, by the Munitions Board and the three 
military departments, of the defense procurement policy of April 5, 1951, and 
to initiate new programs designed to give further assistance to the smaller 
manufacturing concerns of the Nation in their efforts to secure military prime 
and subcontracts. 
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IV. ACTIVITH S OF SMALL BUSINESS SPECIALISTS 


(a) Army—the program in operation—1. The extent to which the Depart- 
ment of the Army procurement program has aided small business and the 
consideration being given to small business by the Department of the Army 
small-business specialists and procurement personnel are illustrated in the 
following paragraphs, As the program continues, every effort will be made 
to increase this aid. 

2. During the fiscal year 1951 the Department of the 
percent of all prime contracts. equal to 29.8 percent of the procurement dollar 
to small business concerns, In the first 3 months of the current fiscal year 
small business received 77.5 percent of all prime contracts led by the Army 
and 32.9 percent of the Army procurement dollar. 

8. During the first 3 months of fiscal vear 1951 small business received 193.- 
QUO prime contracts valued at $069,900,000. During the same period of fiscal 
year 1952 small business received 250,100 prime contracts valued at $616,100,000, 

4. In fiseal Year 1951 alone. 14,106 new contractors received contracts from 
the Department of the Army in amounts exceeding $10,000. This represents 
an increase of 83.9 percent over the number of prime contractors who re- 
ceived Army contracts for over $10,000 during the fiscal] year just preceding 
In the first quarter of the current fiscal] year 1,516 additional new ¢o) tractors 
received Army contracts for over $10,000. Of this number 1,155 were smalil- 
business concerns. 

5. Since the announcement of the expanded defense procurement policy of 
April 5, 1951, 585,644 prime contracts valued at $2,629,734.600 have been 
awarded to small businesses by the Department of the Army Many of these 
contracts valued at less than $10,000 went to small concerns not previously 
doing business with the Army. 

6. Small business specialists have screened 24.591 procurement actions to de- 
termine their Susceptibility to performance py small business pursuant to the 
revised synopsis policy approved by the Munitions Board on September 13, 1951 


Army awarded 75.8 


y 3 Smal] business Specialists have personally interviewed 55.111 small busi- 
nesS men visiting the Department of the Army field purchasing offices 


5. Since April 5, 50,882 smal] businesses have requested that their names he 
entered on the bidders’ list 
9. Small business specialists have personally contacted 





ness organizations with regard to o rrent procurements, often urging t} ‘m to 
compete for items on which bids were being invited 
10. Engineering and technical aid has been furnished 11,727 cases by small] 


imi i i 
business specialists. Since many of the small business specialists are not 
engineers or production specialists by profession this figure does not tefl, ct all 
small businesses who have requested engineering and technica] aid and re- 


ceived it from other qualified personnel in the procuring office 

11. Priorities and allocation assistance to some degree has been furnished to 
18,010 small businesses by small business specialists, 

12. AS a result of the activities of small business specialists 116,1 
nesses have been furnished with invitations to bid which otherwise they would 
not have received. 

13. In a number of instances smal] business specialists have arranged with 
contracting officers to change the terms and conditions of invitations to bid 
and requests for proposals in such a manner as to permit small firms to bid 
or quote successfully on procurements. This type of assistance is illustrated 
by the following examples : 

a. A small business firm could not bid on a particular procurement because 
of lack of steel drums. The small business specialist called this to the attention 
of the contracting officer and the invitation was amended to provide for delivery 
in Government-owned drums drawn from depot stock. As aq result of this change 
the small firm was able to submit the successful bid. 

b. A procurement of moisture and fungus-proofing compound previously 
purchased only from a qualified products list was made in a manner which 
would permit new sources to develop a qualified product and obtain the contract. 

c. A specification for equipment was changed from “not installed” to “installed,” 
thereby permitting performance by a local contractor at a definite over-all 
Saving to the Government. 

d. The elimination of the qualification “no substitute” on a special tool pro- 
curement resulted in the purchase of a tool which Served several purposes, thus 
eliminating the requirement for another tool previously purchased on a “no 
substitute” basis, 


S busi 
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e. In still other instances the breaking up of requirements into small lots 
and rescheduling deliveries of scarce commercial items permitted small firms 
who otherwise could not have delivered the requirements to submit low bids 
and perform the contracts. 

14. Considerable success has been achieved in locating local sources of critical 
items through cooperative arrangements between State and community organi 
zations and Department of the Army small-business specialists. Several sources 
located by this means have offered items at lower cost than previous suppliers. 

15. As an additional means of publicizing procurements locally, the small- 
business specialists in several procuring offices have inaugurated a program 
whereby each day a synopsis of all unclassified procurements, both formally 
advertised and negotiated are circulated directly to the chambers of commerce, 
business clubs, and newspapers in the area where the particular procurement 
office is located. 

16. The small-business specialists also have been active in notifying small 
business personally of proposed procurements. Quite often copies of invitations 
to bid or requests for proposals are sent to qualified concerns which would not 
have received an opportunity to bid due to the fact that they had not requested 
their names to be placed on bidders lists. Several such instances have resulted 
in contracts 

(b) Navy—The program in operation.—1. Pursuant to the directive issued 
on April 5, 1951, by the Department of Defense, 57 small-business specialists have 
been appointed within the Department of the Navy Although a procuring 
activity as defined by ASPR would be only the bureaus; Aviation Supply Office, 
Philadelphia: Office of Naval Research; and the Marine Corps, small-business 
specialists have also been appointed at all major purchasing offices and depots 
in the Navy—these latter categories being under the management control of 
the Bureau of Supplies and Accounts and the Marine Corps respectively. <All 
specialists have been appointed by the heads of their respective activities in 
accordance with the above-mentioned April 5 directive. 

2. Due to the variations in organization between the bureaus, the nature 

e materials purchased and the volume of the purchases, the implementa- 
tion of the basic directive has, of necessity, been largely on an individual bureau 
basi This has resulted in the development of procedures in one bureau which 
is not necessarily applicable in another. Wherever an implementing procedure 
has been developed that appears to merit general application, an across-the-board 


doption of such procedures is encouraged 

3. Although the April 5, 1951, directive enumerates a lengthy list of duties 
be performed by the small-business specialists, the following duties have 
heen so important that special attention has been devoted to them during the 
tage of the implementation so far completed: 


tm |} 


1] 


lwery procurement, large or small, passes across the desk of the small 
ness specialist and such specialist determines whether or not such procure 
s susceptible of performance by small business 
The ability of suitable small business potential bidders is matched against 
anticipated procurements by the small-business specialist. 
businesses are placed on bid and negotiation lists for such items as 


business specialist deems them to be qualified and capable of producing 
The small-business specialist is recommending, wherever practicable, that 
‘urement be divided and multiple awards made. This type of award is, in 
t, now heing accomp!) shed 
t, During the first quarter fiscal vear 2, the total obligations of the Navy 
amounted to $3,1S9,873,000 of which $571,554,000 or 17.9 percent went to small 
business 
5 Subsequent to the April 5, 1951, direetive, a poliey providing for the 
inclusion of Certain negotiated procurements in the Commerce Department's dail 
SVNODSIS was deve loped Although the policy has been modified several times, 
the present versi has been implemented and negotiated procurements are 
being included in the synopsis The number of negotiated procurements ap 
pearing during the months of July, August, September, and October seemed very 
small \ review of the implementation of this policy is in progress. <A spo 
check of the Bureau ‘of Ships revealed that a large souree of the trouble ma 
be apart from implementation of the policy as the Burean of Ships reports that 
notices of 40 negotiated procurements were forwarded to the Commerce Depart 
ment during October whereas only 10 appeared in the synopsis 
6. The stimulation of subcontracting has received particular attention since 
it is generally believed that such presents the optimum opportunity for small 
business participation. In connection with this feature, the following are noted: 
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a. The Bureau of Ordnance has 
of its principal prime contractors 
by other Navy procuring activities 
b. All contracts contain elauses 
contractor the desirability f do 
ce. Subcontractor-prime ifrauctor exhibits hav 
in by the various bureau At the Detroit exhibit, 
Ordnance, Bureau of Aeronautics, Bureau 
naval material were represented The extel 
being increased and will include in the future 
the bureaus 
d. A publication, Subeontract Opportunities 
in its third edition Kach edition hi been 
contracts move into the produc t) 
number and variety of tl 
through the ij 
7. The making 
country is being tri 
inspectors of haval material an 
and are now receiving bid sets 
be known shortly and the program i be expanded or 
S. On October 1-2, 1951, all » small-business 
Department gathered in Washington and participated 
conducted by the Othice of Naval Material | 
sufficient length of time to come i 
deemed desirable, therefore, to } 
of the program, emphasize the importa 
formation, and answer questions It wi 
clinic Was most beneficial to all who participates 
9. It is firmly believed that the implementatic 
is well on its way. The small-business specia 
the plan, have been appointed and are produci 
rapidly learning what it can sell te Navi 
in the subcontracting field Phe till ren 
business program of the Navy 
prosecuted. 
(c) Air Foree The 


specialists are now operating at idquarters 


the field procurement offices | orkload has 

authorization for additional personnel has been request 
2. Due to delay in appropri: ns iscal ye 

were comparatively light, cl 

type. Small-business sper 

an analysis of all ! l 

Command that were completed in this first quarte 

those of less than $10,000 in value, to determi 

pleted actions was for items of a type obv 


from small-business concerns 


proc wurem 


actions were on purchase req 


screening which was put int 
after that date.) 


3. Of the total of S$1.588.963.000 lis 


for this period, $1,164,379,000 was fo 
suitability, being classified, or facility : ; 
contracts, Nevertheless, of this amount, $16,922,000 was 
business concerns, The balance, $424.584,000 was revie 
to determine whether or not the items called for wet 
plant production; $367,495,000 of this balance was 
397,089,000 was determined to have been suitable Of th 
plants were awarded $25,080,000, or 44 percent, and larg 
#. During this 3-month period local purchases made by 
in continental United States, exclusive of Wright-Patters: 
to $54,254,000, of which $33,448,000, or 62 percent was plac 
concerns 
>. A special survey conducted by the field offi 
brought out the fact that as of June 30. 1951. three 


tractors are small-business concerns Specifically, there were 
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of fiscal year 1952, 3,967 plants operating on Air Force prime contracts, 2.925 of 
them having less than 500 employees and being independently owned and oper- 
ated. Face value of the contracts in production at that time in those small 
plants was $552,901,527, an average of $190,000 per plant. These plants were 
located in 41 States and the District of Columbia. 

6. In the month of June, 186 new suppliers (small plants) received prime con- 

tracts from Air Matérie] Command. During the first quarter of fiscal year 1952, 
with comparatively few procurement actions, 42 new Suppliers were added as 
small plant prime contractors. It is interesting to note that on the 48 pro- 
curements completed in this quarter on which small-business Specialists worked 
closely with the buyers, 17 of the 44 small concerns receiving awards were new 
sources. It is not to be presumed that any such proportion will be maintained, 
as too few procurements were involved to establish a trend. 
7. The sereening and follow-up operation, jointly conducted by the small- 
business specialist and the buyer, has no counterpart in any other Government 
agency or department and is not to be confused with the analyzing of completed 
actions described in paragraph 2 above. Developed at Wright lield in World 
War IT as a cooperative effort of the Smaller War Plants Corporation operators 
and the buyers of Air Matériel] Command, it proved mutually beneficial to the 
Air Force and to small business. This joint operation was reactivated on July 
1, 1951. 

S. All unclassified purchase requests are reviewed by the small-business spe- 
cialists at Air Matériel Command in advance of any action whatever by the Pro- 
curement Division. No action is taken by the specialists on purchase requests 
for less than $10,000 estimated value. The balance are screened for Suitability 
(as items) for production by small concerns, and those determined suitable are 
marked as such. 

». On these purchase requests the specialists work closely with the buyers to 
insure that in the making of satisfactory procurements with which the buyers 
are charged, the greatest possible participation of the largest number of compe- 
tent small plants is obtained. This involves mutual determination on the part 
of the buyer and the small business specialist as to whether the procurement will 
be handled by formally advertised bidding or by negotiation; if the latter, how 
many and what sources will be given a request for proposal; and to what extent 
multiple awards are practicable in order to spread the base. 

10. The determination as to which procurements should be publicized in the 
Department of Commerce daily Synopsis of Proposed Procurements is solely that 
of the specialist. The determination of the plants to receive awards issolely 
that of the buyer, but if the small-business specialist is not Satisfied that the 
buyer has given small concerns proper and due consideration, he may refer 
the procurement to the Procurement Committee for fina] determination. When 
any awards are made to large concerns on these “suitable” purchase requests, a 
written justification, signed by the buyer, must be furnished and made part of 
the procurement record. 

11. In the first 4 months of fiscal year 1952, newly initiated purchase requests 
were comparatively few as the appropriations had not been released. Neverthe- 
less, 3,335 purchase requests were received. Of these, 1.531 were not screened 
for suitability as they were for less than $10,000 each; 614 were found not suit- 
able; and 1,190 were for items considered suitable for production by small con- 
cerns, The estimated value of the 1,190 requests amounted to $376,775,746. 

12. Procurement action was completed on only 108 of these purchase requests 
by the end of the fourth month. The total value of the awards made was 
$29,750,600... Awards were made to 88 small concerns in the amount of $14.- 
388,835, or 49 percent of the total, and to 31 large concerns in the amount of 
$15,361,765. The written justifications for the awards made to large concerns 
was: No bids received from small concerns, value $578,590, price out of line, 
value $5,026,550; unqualified physical facilities, value $115,130; unable to meet 
delivery schedule, value $189,000 ; tooling cost prohibitive, value $522,695; quali- 
fied product, no small concerns currently qualified, value $8,929,800, 

13. A total of 1,082 purchase requests were stil] in process involving an esti- 
mated $357,000,000, and actions will be completed in Subsequent months, A 
daily average of 75 new purchase requests are now being screened, and a daily 
average of 25 are being found suitable, as items, for small plant production. 

14. This intensive joint activity on the part of the buyers and the small- 
business specialists is already pointing up some very interesting facts which, 
Will assist in further development of the small-business program. It shows, for 
instance, that in procurements for the type of article suitable for production by 
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small concerns, these concerns are successfully competing with largé business to 
the extent that they are underbidding them for 80 percent of the contracts and 
for 50 percent of the dollars. It shows also specific reasons why small concerns 
do not receive an even greater percentage of the awards, factual information 
which will be of value in suggesting improvements in our procedures 


V. FIELD REVIEWS BY THE MUNITIONS BOARD 


1. Field reviews of the effectiveness of small-business specialists have been 
made by staff members of the Munitions Board in the following locations : 
Chicago: 

Chicago Quartermaster Depot 

Signal Corps Procurement Ageney, Chicago, II] 

Corps of Engineers Procurement Agency 

Chicago Chemical Procurement District 

Air Force Mid-Central Air Procurement District 
Detroit : 

Detroit Tank Automotive Center 

Detroit Ordnance District 

Detroit Arsenal 

Inspector of Naval Matériel 

Air Force Central Air Procurement District 

In each of the offices visited the small-business program was discussed with 
the commanding officer, the executive officer, the small-business specialist, and 
others engaged in procurement. All personnel with whom the staff talked under- 
stood the reason and need for an aggressive Department of Defense small- 
business program. 

It was found without exception that the small-business specialist had been 
appointed in accordance with Munitions Board policy and was responsible only 
to the commanding officer of the agency. Organization charts either placed 
the small-business specialist in the office of the commanding officer or in a box 
directly under or to the side of the commanding oflticer. The offices visited, being 
major procurement offices, had established small-business offices with full-time 
specialists and other personnel as required. 

The staff members were well pleased with the manner in which the above 
offices were handling and making use of their source lists te assure that small- 
business concerns are given every consideration and opportunity to participate 
in their procurement programs. 

It was the opinion of the staff that the offices recognized the job to be done 
and were attempting to do everything possible to accomplish that job at their 
own installations. The staff was especially impressed by the type of personnel 
which had been designated as small-business specialists and is of the opinion that 
the small-business specialists are endeavoring to carry out in every respect the 
duties and responsibilities assigned to them under the Munitions Board policy 
of April 5, 1951. It is believed that the attitude of the offices concerned, plus 
the apparent desire of the specialists located in the offices to do a good job, will 
insure success for the program 

The staff cannot overstate the efforts being made by the small-business spe- 
cialists and the people of their organizations to render a genuine service to 
small concerns. The military departments and the offices visited are to be con- 
gratulated on the type of personnel assigned to these duties. 


VI. JOINT CONTRACTOR-SUBCONTRACTOR INDUSTRIAL EXHIBITS 


On August 28, 1951, the Munitions Board approved the establishment of indus- 
trial exhibits and displays as an additional aid to small business. All exhibitors 
are requested to display actual components or end products; also applicable 
drawings and specifications needed by contractor to fulfill their defense con- 
tracts. The Department of Defense will sponsor or support any exhibit when- 
ever the geographical area, the number of planned exhibitors, and the potential 
aid to small business that may be rendered by such exhibit can be substantiated. 

Responsibility for the approval of these exhibits has been placed with the 
Munitions Board Office of Small Business and thorough investigation of all 
requests for exhibits is made before approval is given. Personnel from the Small 
Business Office is always in attendance at the shows to render guidance and 
assistance and to report the results. 

Fifteen exhibits have been held and comments from small-business men attend- 
ing the shows have been enthusiastic. Actual placements of prime or sub- 
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resulted. The cost of operation for the exhibits has ranged 
between $4,800 and $10,000, depending on the location, number of exhibitors and 
similar factors, and has been paid from funds made available by each of the 
three military departments 

Forces regional councils are responsible for the planning, pro- 


tual operation of the exhibits and the councils are authorized 


ssistance and services of any military agencies located in their 
organizations are always invited and encouraged to participate 
‘ams and many expressions of appreciation and details of benefits 
» heen forwarded to the Munitions Board. 
program is, in addition to 65 permanent exhibits which have been 
the major field purchasing activities, affording small-business 
an opportunity to visit the displays and study specifications and 
ivenience 


which exhibits have been held: 


New York (electronics contractors only ) 
Boston 
Philadelphia 
hiecago (electronics contractors only ) 
1, San Francisco 
22, Seattle 
25 to 80, Fort Worth 
J °7, Cleveland 
Ji August 3, St Lo lis 
August 15 to 17, Pittsburgh 
September 10 to 12, Atlanta 
September 1S to 21, Los Angeles 
October 38 to 5, Paterson 
October 30 to November 2, Detroit 
November 15 to 15, Denver 


19 to March 22. Ne 


o May 19, Chicago 


is scheduled to be held at Minneapolis, January 8 to 10 


ATION OF PROCUREMENT INFORMATION 


Munitions Board revised its policies regarding the 
itary procurements which are published as a daily 
Ss bv the nrimen f Commerce The new changes directed all depart 
hrough thei eld purchasing agencies to inelude in the dails S1 nopsis 
tinted, and advertised procurements of $10,000 or more with 
following: 
ePVeELO] ent projec ts which are not susceptible of accom- 
business, 
for studies or surveys 
f equipment such as tanks, engines, airframes, ships, ete., 
nu be demonstrated that the item ean only be manufactured, 
developed by large firms 
‘items which small-business firms could not supply because of patent 


‘ights. or secret 


! Hrocesses 
Which must be made too quickly to permit prospective con- 
dependent on the synopsis for information, to obtain invitations for 

requests for proposals and to prepare and submit them. 
major changes in the former policy require buying agencies to publish 
. ‘al description of the item procured, commonly used names of 
supply items, basic materials from which the item will be made, and general size 
or dimensions 

Military purchasing officers were also directed to include in the daily synopsis 


14 


proposed construction, alteration, or repair of buildings, bridges, roads, or other 
similar types of projects 

The principal small-business specialist in each purchasing activity is respon 

sible for screening all ed procurements and taking necessarv action to see 
that all procurement ing within this policy are promptly publicized in the 
dail synop is 





lditional 


e military de} 
new fucilities for prime co 


btained with Government 


ities could re; 


se hew 


military 


efficient production 
(b) The contractor 
mall-business 


perrormance 


discus 
n the 
subcontract ti 
oes not have a pol 
subcontracting must be do 
take into consideration in 
tiation and pricing of prime contract 
Small-business specialists of the Departing 
to aid aggressively prime contractors seeking 
firms desiring subcontracts. The Department 
program in which the large prime contractors 
representative of their own executive organizat 
for small-business specialists in the Departme! 
facturers seeking subcontracting opportunities 
tractor representatives are kept fully informed 
policy on subcontracting aids to small business 
(b) Navy.—Throughout the Navy, personnel 

pressing upon prime contracto 
for broadening the industria 
established by the sma 
g lists of 
contractors and furnishing 


of distributit 


business 
Small-business represent 
to establish within their 
bility it is to furnish informat 
performed and to utilize 
of subcontracting performe 
consistent with efficient procurement and produ: 
Many contractors are being negotiate by 
quantity of an ifem is split up among 
heing performed by that contr: 


tract is let requiring that « 


Corl 


subcontracted to other firms 
Asn general rule. the Navy & ir at "¢ ors are aware of the poli es 


for maximum subcontracting l ‘s not arrive at specific contractual agree- 
ments in this regard It is consider by the Department of the Navy that 
the reaching of specific contractual agreements as to the extent of subeontracti! 
may delay contract performance and furnish an excuse for contractors in the 
event of failure to deliver on time In the negotiation and pricing of prime 


I 
contracts, no price incentives are « ffered for subcontracting 


(ce fir Foree In the conduct of negotiations on all irge prime contracts, 
Air Force contracting officers discuss with the prospective contractor the ex 
tent of subcontracting contemplated and the percentage estimated by the con 
tractor is made part of the record. [na certain few procurements where special 
situations make it advisable, the contractor is required to subcontract a specific 
portion of the contract to firms, at prices approved by the Air Matériel Command 

Final awards are not made on either negotiated or advertised procurements 
until the appropriate District Air Command has submitted a report o1 
pective subcontractor which includes a statement on the percent: 
contracting contemplated A letter has been issued by He 
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Matériel Command, to all existing prime contractors in the specific interest of 
subcontracting with small firms. This letter called upon each contractor to 
appoint a member of its own staff as a small-business liaison officer for that 
company with the Air Matériel Command. It also requested them to take 
appropriate steps that would assure their knowing the size of the concerns 
with which they were dealing as subcontractors. This same letter will be sent 
to all future new Air Force suppliers. 


IX. EFFORTS OF PRIME CONTRACTORS TO SECURE SUBCONTRACTORS 


Many of the large prime contractors of the military departments are making 
notable and constructive efforts to familiarize small-business firms with the 
procedures to follow in securing subcontracts and to acquaint them with the 
manner in which thousands of small businesses team with large firms to insure 
the widest possible use of national resources in manpower, know-how, and 
facilities. 

These efforts are apparent from recent publications such as the following: 

Selling to GM, September 1951. 
General Electric Stockholders Quarterly, October 1951. 
Here’s How, Northrop Aircraft, Inc., 1951. 


X. JOINT PROGRAM ! DEPARTMENT OF DEFENSE-NATIONAL PRODUCTION AUTHORITY 


The current requirements of the defense program have reached a point neces 
sitating the diversion of materials to such a degree that the normal operation of 
many manufacturing concerns of the country, particularly smaller manufac- 
turers, will be seriously curtailed. It is recognized that no program can entirely 
prevent the economic dislocations, localized unemployment, loss of profit and 
general difficulties for the civilian industry which will occur under these condi- 
tions. Recognizing this situation, the Defense Department and the National 
Production Authority have undertaken a joint program, in addition to existing 
programs of the military services and other Government agencies which are 
directed at helping small-business firms participate in Government procurement, 
to cope with the resulting hardships. 

The Administrator of the National Production Authority and the Chairman 
of the Munitions Board inaugurated a plan to give particular attention to this 
situation. Industry assistance clinics are currently being arranged in 14 areas 
to render such assistance as may be possible for the firms most greatly affected. 
The cities in which these clinics are now being organized are New York, Chicago, 
Cleveland, St. Louis, Birmirgham, Dailas, Los Angeles, Seattle, Portland, 
Wheeling, Miami, Charlotte, New Haven, and Detroit. 

Military small-business specialists, purchasing officials of other Government 
agencies, holders of Government prime contracts, and large civilian producers 
will meet with the manufacturers of less essential goods whose first quarter 
1952 allotments of copper and aluminum are 20 percent or less of their base- 
period consumption or whose rate of production will be 50 percent or less of 
base-period production. Other Federal agencies with procurement authority 
which will participate in the program are the Atomic Energy Commission and 
the General Services Administration. The Commerce Department, National 
Production Authority field staff will work with the Armed Forces regional 
councils in the promotion and conduct of such clinics and the assistance of the 
governors’ committees for small business will be solicited, along with other 
interested groups. 

The Small Defense Plants Administration recently established by the Congress 
has as one of its principal objectives the widest possible distribution of Federal 
contracts among smaller concerns. This agency is expected to participate in 
the program at the earliest opportunity. 

At the clinics, Government procurement officials will explain to the producers 
of consumer-type items the procedures to be followed in doing business with the 
Government, and when specific information is available will advise them of 
contracting officers or prime contractors seeking additional sources of supply. 
Every other possible assistance will be given to idle facilities in an effort to 
maintain production and employment at the highest possible level. 

In order to determine the effectiveness of this joint program, distressed firms 
will be requested to report to the Office of Small Business, Munitions Board, the 
Pentagon, Washington 25, D. C., information concerning prime or subcontracts 
obtained. és 
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XI. COOPERATION WITH THE SMALL DEFENSE PLANTS ADMINISTRATION 


Since the inauguration of this new agency, the staff members of the Munitions 
Board, Office of Small Business, have met with the Administrator of the Small 
Defense Plants Administration for the purpose of furnishing detailed informa- 
tion on existing Department of Defense policies, procedures, and programs de- 
veloped to aid small-business firms in their efforts to participate in military pro- 
curement. A second meeting was arranged by the Munitions Board, Office of 
Small Business, at which time the top small-business representatives of the 
military departments met with the Administrator to offer an informal presenta- 
tion on the activities within each department in support of the Department of 
Defense program to aid smaller firms. 

In response to a request from the Administrator, the Secretary of Defense has 
designated Rear Adm. M. L. Ring, SC, USN, to represent the Department of De- 
fense in discussions of problems raised by the Administrator in connection with 
carrying out the functions and responsibilities of the Small Defense Plants 
Administration. 

The Munitions Board plans to cooperate to the fullest possible extent with this 
new agency. 

xlI. SUMMARY 


The utilization of 442 small-business specialists to give guidance and assist- 
ance to smaller firms seeking prime or subcontracts is, of course, the funda 
mental key in the efforts of the Munitions Board and the military departments 
to achieve the objectives of the Department of Defense small-business program. 
The work of these specialists at the field level, the success to date of the joint 
contractor-subcontractor industrial exhibits, and the sincere interest being 
taken in the over-all small-business effort by the production and procurement 
segments of the military departments have proven effective and have solved 
many problems for small-business firms. Further effort is being made to develop 
additional bids to bring small concerns into the procurement picture. In view 
of severe material cut-backs for civilian industry during the first quarter of 
1952, steps are in process to minimize the impact of this situation, as far as 
possible within the limitations of laws regulating procurement. 

Continuous studies and changes will be necessary to meet the problems posed 
by the small-business economy and to achieve in the months to come the fullest 
possible utilization of productive capacity of the smaller manufacturing con- 
cerns, 


DEFENSE PROCUREMENT POLICY 


Following is the text of directives issued by the Munitions Board on April 
5, 1951, setting forth Department of Defense policy with respect to increasing 
the participation of small business in military procurement : 

In the interest of assisting sma!l business and of broadening the industrial base 
of suppliers, the following general policies and practices are adopted for the 
Department of Defense. In several respects, such policies and principles have 
already been implemented; however, no attempt is made here to distinguish 
between action already taken and that which represents departures from exist- 
ing practices: 

1. Review of the production-allocation program, for the purpose of determin- 
ing those items which can be procured from a broad number of sources and from 
various classifications of industry. 

2. Maximum use of available industrial capacity, with limited use of certifi- 
cates of necessity in those cases where necessary industrial capacity is not 
available. 

3. Review of military requirements and procurement methods, for the purpose 
of assisting Small business and broadening the industrial base of suppliers. (Im- 
plementation with respect to procurement methods, in the form of a revision of 
the armed services procurement regulation, is set forth in enclosure (1) hereto.) 

4. Establishment of a training program for procurement personnel covering 
the problem of small business and the need for broadening the industrial base 
of suppliers. 

5. Encouragement of subcontracting, with each important and substantial 
negotiated purchase to be examined to determine the extent to which subcon- 
tracting should be encouraged or required. The extent of subcontracting shall 
be considered as one of the factors in the negotiation and pricing of prime 
contracts. 
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negotiated procurements to 


6. Payment of justifiable price differentials in 

omplish the objectives of broadening the industrial base of suppliers. 
Appointment of small-business specialists in procurement offices to increase 

(lmplementation of this 


alc 
ri 
small-business participation in defense procurement. 
program is set forth in enclosures (2), (8), (4), and (5) hereto.) 
8. Adoption of a broad publicity program covering (i) basic objectives of 
broadening the industrial base of suppliers, (ii) purchase methods and prac 
tices, (iii) aids to small business, (iv) the number and dollar amounts of prime 


contracts awarded to small business, and (v) the desirability and extent of 


subcontracting. 





Approved revision of ASPR 3-104 aids to small business in negotiated procure- 


ment 
In furtherance of the policy with respect to small-business 
forth in paragraph 1-802.3, the following aids will be employed where practicable 
and where consonant with other Department of Defense policies 
(a) Divide negotiated procurement of supplies or services into 
small lots in order to permit making multiple awards, 
(b) Employ lists similar to the bidders’ list used in formally advertised pro- 
irements, to uncover small-business sources and to broaden the industrial base. 
c) Employ advance notices, similar to notices in advance of the issuance of 
invitations for bid, to inform prospective small-business concerns and others of 


concerns, as set 


reasonably 


proposed negotiated procurements. 


(7) Employ suitable methods in soliciting proposals where an excessive num- 


ber of potential suppliers exist. 
Allow the maximum amount of time practicable for preparation and sub- 


te) 


mission of proposals. 


(f) Make multiple awards to the greatest extent practicable. 


Establish small-business target objectives and appointment of small-business 

specialists in each procurement office to increase small-business participation 

1. In order to effectuate more positive aid to small business and thereby insure 

a broader industrial base for subsequent procurement, there is hereby provided 

sinall-business specialists and small business target objectives for use within the 
Department of Defense. 

Small-business specialists wil be appointed in each procurement office of 

departments and, where suitable, in higher offices concerned with 


the military 
procurement offices and, 


procurement. Such specialists assigned to principal 
where deemed necessary, those assigned to higher offices, will devote their efforts 
military 


exclusively to assisting small-business concerns in connection with 


procurement 

8. Smali-business specialists assigned to procurement offices engaged in con 
tract negotiation or administration will perform functions, where applicable, 
which include the following: 

as a focal point in the procurement office to which small-business 
concerns may make or direct inquiry concerning participation in the military 
rogram and concerning advice or assistance in the performance of 


a) Serve 


procurement ] 
military contracts. 

(b) Assist Federal, State, and authorized private agencies, if requested, in 
making an inventory of the productive facilities of small-business concerns and 
arranze to furnish those agencies such data concerning small-business sources, 
facilities, and capabilities as the procurement office may have on hand. 

(c) Institute a program to discover small-business sources capable of partici 
pating in procurements to meet current and anticipated requirements. 

(d) Review requirements prior to precurement action and determine to his 
own satisfaction which requirements are susceptible of accomplishment by small 
business 

(e) Make recommendations to the contracting officer with respect to com- 
petency, capacity, and credit of a specific small-business concern or concerns 
capable to accomplish a specific requirement. 

(7) Make appropriate recommendations to the contracting officer in connec 
tion with the issuance of certificates of necessity, defense order priorities and 
allocation ratings, financing, furnishing of Government equipment, and other 
measures which will assist them in the conversion and equipping of their plants 
for the accomplishment of defense production. 

(7) Certify to the contracting officer, based on approved criteria or on 
certification from approved sources, the concerns, firms, persons, corporations, 
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partnerships, Cooperatives, or other business enterprises which are to be des- 
ignated “small-business concerns.” 

(h) Participate in Ineetings of boards of contract awards or review com- 
mittees where such boards or committees have been 01 may be estab 

(i) Recommend to the contracting officer or such other officer as may be de- 
signated by the appointing authority the award of 4 contract to a specific small- 
business concern for the purpose of broadening the industrial base 

(J) Furnish assistance to small-business conce!l 


shed 


Ns on problems arising dur 


ing performance of contracts such as financing, defense order pric and 
allocation ratings, inspections, and payments, or direct such contractors to ¢ e 
proper agencies for assistance 

(kh) Obtain information, where practicable, concerning the met] ds and terms 
used by prime contractors In letting subcontracts and make recohimendations 
to the appointing authority with re spect to those practices which - rage 
small-business concerns from taking an interest in subcontracting or which 
are unfair and it equitable as to price and e nditions 

(1) Maintain liaison and exchange information with othe, local government 
agencies for the purpose of rendering the maximum amount Of assist: Os l] 
business 

(m) Review, prior to submission, procureme nt office reports concerning the 
letting of contracts and subcontracts to smal] business concerns and ike pel 
tinent comments to the appointi: £ authority regard; £ such reports 

(7) Recommend small-business target objectives to ft} © appointing aut] ority, 


With reference to the percentage amount of dollars which sh mld be awarded 
to small-business « oncerns, 


(0) Review sin2all-business target object ves, periodically r when directed 
by the appointing authority for the purpose of 


recommending revised target 
objectives, 


(p) Observe the effect of current procurement 


policies on the amount of 
small-business participation in the 


t} 


procurement pregram and recommend to the 


appointing authority char ses in existing policies 
polices to increase the amount of 
4. Small-business specialists 


or the formulation of new 
such participation 
assigned to higher offices concerned with pro- 
curement will perform to th, extent appropriate funet 
prescribed in paragraph 38 above 
»®. Small-business Specialists w 


mS comparable to those 


ill be appointed by name in writing and will 
be directly responsible to the appointing authority. The power of appointing 
small-business Specialists will not be 


delegated below the ley. of the heads of 
procuring activities, It js desired that the positions of smal] business 


i 
be filled by personne} of the highest caliber, with extensive experience in in- 
dustry and that preferably they should be filled py 


Y small-business men 


specialists 


Synopsis of Proposed neqotiated procttrements 


It is directed that certain unclassified proposed negotiated procurements be 
published in sy1 Opsis form by the De; artment of Commerce 

For Security reasons, it is deemed advisable that the Synopsis of proposed 
negotiated procure ments and synopsis of invitations for bids be published s biect 
to the following restrictions: 

“The description will consist of a minimum general 
procured and will include, when appropriate, commonly used names of supply 
items, basic materials from which fabricated, genera) 
but will not inelnde Specification references. military model or type numbers, or 
other information which in the opini n of the transmitt 
a security risk. The quantity may be omitted when ir 
mitting office, the inclusion of such data may constitut 
tions of quantity such as ‘more thar or ‘less than 
the discretion of the transmitting office.” 

Further, departmental] purchasing offices Which will transmit sy; 
authorized to omit the transmission 


description of the item 


size or a mens ns, ete 

ng office may const tute 
the opinion of the trans- 
ea security risk Indica 


ete may he 4 it 


of proposed neg: tiated m curen 


y 
of the following cases: 
(@) Procurements involving classified work 
(b) Prope Sals scheduled to be opened less than 18 d: dat i f 
(¢) Procurements, whic h prior to the declaratio) of a ior emerg \ | 
prior to the Ssranting of authority ti hegotiate under section 2 (; f 
Armed Services Procurement Act of 1947, would have bee hegotiated under 
section 2 (¢c) (9) through 2 (ec) (17) inelusive of such act 
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(d) Procurements to be placed with planned producers under the industrial 
mobilization program. 

e) Procurements, which by virtue of their indivisible size, technical skills 
required, complex processes involved, and special or extensive plant facilities 
required, are not susceptible of accomplishment by small business concerns or 
are susceptible of accomplishment by only a very limited number of concerns. 

(/) Procurements for which there are source lists containing excessive num- 
bers of bidders or suppliers. 

State and community organization participation in defense procurement 

The plan of action consists in enlisting Federal, State, and community agencies 
in coordinating organizations designed to further the defense by stimulating the 
growth of small-business enterprises through the country. 

It was set in motion by the Defense Production Authority under date of Febru- 
ary 23, 1951. 

Defense Production Administrator Harrison requested the governors of each 
of the 48 States to establish a governor’s commission on small business,” * * * 
to marshal community resources for the full utilization of small business in the 
mobilization program.” 

rhe problem remains, insofar as the Department of Defense is concerned to 
develop implementing policy and procedure for using the information as is 

ade available by Federal, State, and community agencies. To this end, the 
Munitions Board has approved the designation of the Munitions Board Office of 

tall Business to develop the implementation of the plan. 


pe contractual arrangements 
this heading two similar types of aids have been considered. They 
lescribed as follows: 
A procedure whereby a contracting officer places prime contracts for the 
ieture of all of the component parts of a particular supply item and also 
a prime contract for the assembly of the component parts into a com- 
d product. The Government accepts delivery of the component parts from 
parts manufacturers, makes payment to such manufacturers for the parts 
ivered, and subsequently furnishes the parts, as Government-furnished prop- 
to the assembler. 
\ procedure whereby a contracting officer enters into special-type contracts 
manufacturers for specific numbers and types of parts, which the 
g officer knows will be required by certain assemblers or manufacturers 
oduction of certain military supply items. By means of these special- 
tracts the Government is able to get production started on long-lead-time 
t parts and considerably in advance of the placing of contracts with 
rs or manufacturers of the completed supply item. Assembler contrac- 
ase the parts from the parts manufacturers at the proper time and by 
reduce the Government's obligation to the parts manufacturers to pur- 
h parts for the Government’s account. 
ew of its many disadvantages and the adverse experience encountered 
War II, it is deemed inadvisable to employ this aid to small business 
ended seale. Procuring activities have authority, at the present time, 
this aid when feasible and should continue to do so where in their 
» advantages outweigh the disadvantages. 
sting policy is reaffirmed that these aids to small business may be 
sible at the discretion of the respective departments. 


NT OF THE ARMY SMALL-BUSINESS PROGRAM PROGRESS REPORT, 
NOVEMBER 1, 1951 


SECTION I. PURPOSE OF REPORT 


eview the Department of the Army procurement programs designed to aid 
business and broaden the industrial base of suppliers with emphasis on 
ities since the announcement of the defense procurement policy of April 5, 


SECTION IT. GENERAL 


riginal implementation of the defense procurement policy of April 5, 1951, 
cted by the Department of the Army on April 13, 1951. Sinee that date 
as been additional implementation of the basic policy and several related 

ocedures designed to guarantee more effective participation by 
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small business in the Army procurement program have been announced. Particu- 
lar attention is invited to the fact that a number of significant recent develop- 
ments are reviewed in this report. 


SECTION III. SIGNIFICANT PROGRAMS AND POLICIES 


1. Small-business specialists —To provide maximum effective exe¢ 
small-business policy, on April 18, 1951, the Army dire¢ ted the ay 
small-business specialist in each field purchasing office located 
nental limits of the United States and in intermediate headquarte! 
with procurement when such action was appropriate. Pursuant 
352 small-business specialists have been appointed by name 
procuring activities and are required to report directly 
attempt has been made to fill these positions by personne! 
with experience in industry as small-business men, milital 
to be qualified have been appointed in some instances. Col 
considered eligible for appointment as small-business specialists. 


2. Training activitic Headquarters level. Since the smi 


cialist is the focal point for the Department of the Army s! 
grain, special emphasis has been given to insuring that these spec 
vided with the necessary guidance to effectively perform their 
June 5 and 6, 1951, the small-business specialists appointed by 
procuring activities and the office of the Assistant Chief of Staf 
ordered to Washington and given a 2-day orientation course i 
and responsibilities. At that time all policies and directives 
defense procurement program were explained to them, 
their responsibilities as small-business specialists was e 
tives of other agencies of the Department of 
defense agencies of the Goveriment we ! 
Training activities—Field level. 
purchasing offices were oriented at 2-day ¢ 
Army areas during the period July 20, 1941, thre 
ferences were conducted jointly by the ‘ | 
of the chiefs of the technical services 
armies. Representatives from the off 
tended each of these conferences and 
these conferences each small-business 
the pertinent documents and publicat 
in order that he might have availa 
smnall-business men seeking f al 
viduals or agencies regardless of whether individu: 
the military organization or in the civil activities concern 
business program. Contracting officers from purchasing ofl 
OOO worth of procurement per year re invited to 
these conferences. 

t+. Coordination with other agencies.—Particular empha 
ing representatives of other Government defense agencies, 
civilian, and State and local organizatio present at these 
permitted the Army small-business specialists to become 
small-business representatives of these organizations and estab] 

a sound working relationship with them. 

5. Hneouragement of contracting.—On June 26, 1951, all Departme: 
contracting officers were directed to inelude the following proy 
to encourage subcontracting in contracts in excess of $5,000 

“(a) It is the policy of the Government as declared by the Con 
about the greatest utilization of small-business concerns which is co 
efficient production. 

“(b) The contractor agrees to accomplish the maximum amount « 
tracting to small-business concerns that the contractor finds to be consist 
the efficient performance of this contract.” 

6. Army display rooms and information centers.—Fifty-six of t] 
sample display rooms and procurement information centers being « 
principal purchasing offices throughout the United States are now 
These centers are operated individually by the various technical 
contain samples of items which are being procured by the operating servi 
volved. Businessmen are permitted to examine the items on display 
appropriate cases, purchase samples and take them home to determ 
or not they can produce the item in their plants. 
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7. Justifiable price differentials —Pursuant to the announced defense procure- 
ment policy providing that justifiable price differentials are authorized when 
such action is necessary to broaden the industrial base of suppliers, the Depart- 
ment of the Army, on April 21, 1951, instructed the chiefs of the technical services 
that if guidance was required with respect to the payment of price differentials, 
each request would be made to the Chief of the Purchases Branch, Office of the 
Assistant Chief of Staff, G-4, accompanied by complete statement of facts in 
support of the proposed contract. This directive further provided for a copy 
of the memorandum for record on all procurements involving price differentials 
to be forwarded to the Assistant Chief of Staff, G-4. To date seven procure- 
ments have been reported in which justifiable price differentials were paid. 


SECTION IV. ADDITIONAL PROGRAMS 


1. Training activities—technical service level—In addition to the Depart- 
ment of the Army orientation conferences held in the six Army areas, the Ord- 
nance Corps called a meeting of all Ordnance small-business specialists in 
Washington on July 26, 1951. The Chemical Corps held a similar conference in 
Washington on October 5, 1951, and on October 4, 1951, the Quartermaster Corps 
sponsored a meeting in New York for all Quartermaster small-business specialists 
in that area, Other technical service conferences are being scheduled. 

2. Industrial exhibits —The Department of the Army is participating with 
the Departments of the Navy and Air Force in industrial exhibits which are being 
held in several of the principal cities to assist prospective subcontractors in 
locating prime contractors who are in need of additional sources of supply. 

8. Special Army exhibits—To supplement the 56 permanent exhibits which 
have been established by the technical services, the Standards Branch of the 
Procurement Division, Office of the Assistant Chief of Staff, G—4, has prepared 
packaging exhibits which demonstrate package and packing techniques. These 
displays are available for use at various exhibits and gatherings throughout the 
United States where they will serve a useful purpose. The Munitions Board 
has been advised of the availability of these displays for use in connection with 
the industrial exhibits held from time to time under Armed Forces Regional 
Council sponsorship. 

1. Sun s—Subcontract information.—In implementing the Department of 

‘Yense policy on synopses of awards, the Army has directed its contracting 

to determine whether or not assistance is needed in locating subcon- 

rees, when negotiating with prime contractors. When such assistance 

is needed and subcontractors cannot be found locally, the contractors’ require- 
{ ‘ be publicized in the Department of Commerce weekly synopsis of 

il for small-business specialists.—In an effort to further guarantee 

hat all Department of the Army small-business specialists are fully equipped to 
perform their important functions, the small-business specialists in the offices 
of the chiefs of technical services, in cooperation with the staff of the Purchases 
Branch, Procurement Division, Office of the Assistant Chief of Staff, G—4, have 
drafted a proposed manual to serve as a guide to small-business specialists 
in the field. The first draft of this manual has been distributed to the technical 
and the small-business specialists in the field for comment and recom. 

ion. Based on comments received, the manual is now being prepared in 

final form with appropriate coordination for submission to the Under Secretary 
of the Army for approval and promulgation as a Department of the Army manual. 
Meanwhile, small-business specialists in the field are using the draft as a guide. 


SECTION V. PROPOSED PROGRAMS 


1. Items and components in short supply.—The Department of the Army has 
recommended to the Munitions Board that the weekly synopsis of contract 
awards be expanded to include lists of items and components in short supply. 
The publication of such a list weekly will insure the widest dissemination of re- 
quirements for critical items with the result that many additional sources for 
these items will be found. 

2. Subcontracts surveys, general—For several months representatives of the 
Department of the Army have been carry!Ing on informal discussions with the 
Munitions Board staff and representatives of the Department of the Navy 
and Air Force in an attempt to initiate some uniform type of subcontract survey 
program which will show with reasonable accuracy the amount of the defense 





REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 353 


procurement dollar which actually goes to small business. The Army is also 
interested in determining whether present small-business participation in the 
detense procurement program is in line with small-business participation in 
the productive economy of the Nation. In other words, what percentage of 
the total business produced in the United States is produced by small business? 
This problem has been presented to the Defense Production Administration 
Small-Business Executive Committee for consideration. Such information 
would be of considerable value to the Army in determining the effectiveness of 
its small-business program 

3. Subcontract surveys, Army.—Shortly after April 5, 1951, eight prime con- 
tracts covering certain of the more teclinical items purchased by the Army were 
selected and the prime contractors were requested to report on their subco! 
tracting activities under these contracts. The Army Audit Agency was request 
to have its auditors obtain similar information on five additional contracts, As 
a result of this survey, which involved contracts amounting to approximately 
900 million dollars, it was found that 42 percent of the Army procurement dollar 
found its way into the hands of small business through subcontracts. 


4. Subcontract surveys, proposed In an effort to determine the best method 
for proving that the amount of military procurement actually going to small 
business on a subcontract basis is essential, the Under Secretary of the Army 
has requested 130 Department of the Army prime contractors to advise him as 
to how, in their opinion, such a survey can be accomplished most effectively and 
economically. The Chairman of the Munitions Board is being apprised of this 
action and informed that the the recommendations and comments submitted 
to the Under Secretary will be made available to the Munitions Board for such 
use as they may be in developing a Department of Defense subcontract survey. 


ed 


SECTION VI. RELATIONS WITH OTHER AGENCIES 


1. General.—Representatives of all military and civilian activities concerned 
with the small-business program, including State and local organizations, were 
invited to attend one or more of the Army small-business specialists orientation 
conferences and were introduced to the Army small-business specialists in order 
to insure that there would be the closest possible coordination among them in 
their activities to aid small business. 

2. Governors’ commissions.—The Department of the Army has advised all 
its small-business specialists of the several governors’ conrmissions to aid small 
business and urged cooperation with these commissions Contracting officers 
have been advised that the governors’ commissions are considered to have a 
legitimate interest in unclassified invitations to bid in the same Manner as 
manufacturers or regular dealers The governors’ Commissions have been 
advised of this action through the National Production Anthority 

8. Governors’ commissions.—-In order to enable the governors’ commissions 
to utilize small-business specialists to the\fullest, they have been furnished with 
copies of the list of Army small-business specialists and requested to maintain 
close liaison. 

4. Cooperation by small-business specialists—In some instances small-busi- 
ness specialists are furnishing governors’ commissions and State commerce de- 
partments in the State adjacent to the purchasing office involved copies of all 
invitations for bid. This assists State and local organizations in performing 
their function of making available to small-business men the greatest amount 
of information on Government procurement. These organizations have been 
informed of the various other Government services and publications available 
and urged to obtain them, 


SECTION VII, THE PROGRAM IN OPERATION 


1. General.—The extent to which the Department of the Army procurement 
program has aided small business and the consideration being given to small 
business by the Department of the Army small-business specialists and procure- 
ment personnel are illustrated in the following paragraphs. As the program 
continues, every effort will be made to increase this aid. 

2. Contracts to small business, fiscal year 1951.—During the fiscal year 1951 
the Department of the Army awarded 75.8 percent of all prime contracts, equal 
to 29.8 percent of the procurement dollar to small-business concerns. In the 
first 3 months of the current fiscal year small business received 77.5 percent 
of all prime contracts let by the Army and 32.9 percent of the Army procure 
ment dollar. 
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3. Contracts to small business, first quarter fiscal year 1952.—During the 
first 3 months of fiscal year 1951 small business received 193,000 prime contracts 
valued at $365,900,000. During the same period of fiscal year 1952 small busi- 
ness received 250,100 prime contracts valued at $616,100,000. 

4 Contracts to small business since April 5, 1951.—Since the announcement 
of the expanded defense procurement policy of April 5, 1951, 585,644 prime 
contracts valued at $2,629,734,600 have been awarded to small businesses by 
the Department of the Army. Many of these contracts valued at less than 
$10,000 went to small concerns not previously doing business with the Army. 

5. New contractors.—In fiscal year 1951 alone, 14,106 new contractors re- 
ceived contracts from the Department of the Army in amounts exceeding $10,000, 
This represents an increase of 83.9 percent over the number of prime contractors 
who received Army contracts for over $10,000 during the fiscal year just pre- 
ceding. In the first quarter of the current fiscal year, 1,516 additional new 
contractors received Army contracts for over $10,000. Of this number 1,155 
were small-business concerns 

6. Screening procurements.—Small-business specialists have sereened 24,591 
procurement actions to determine their susceptibility of performance by small 
business pursuant to the revised synopsis policy approved by the Munitions Board 
on September 13, 1951 

7. Personal intervicws.—Small-business specialists have personally interviewed 
55,111 small-business men visiting the Department of the Army field purchasing 
offices 

8, Contracts made by small-business specialists Small-business specialists 
have personally contacted 33,187 small-business organizations with regard to cur 
rent procurements, often urging them to compete for items on which bids were 
being invited 

9. Bidders’ lists.—Sinece April 5, 50,882 small businesses have requested that 
their names be entered on bidders’ lists. 

10. Guidance to small business.—Small-business specialists have furnished 

lidance to small businesses on 45,290 problems related to procurement activities. 

11. Technical aid.—Enceineering and technical aid has been furnished in 11,727 
cases by small-business specialists. Since many of the small-business specialists 
are not engineers or production specialists by profession, this figure does not re 
flect all small businesses who have requested engineering and technical aid and 
received it from other qualified personnel in the procuring offices 

Priorities Priorities and allocation assistance to some degree has been 
furnished to 18,010 small businesses by small-business specialists 

13. Bids As a result of the activities of small-business specialists, 11,178 busi 
nesses have been furnished with invitations to bid which they would not have 
received otherwise. 

14 Npecial considerations Beran ple S In A number of instances small busi 
ness specialists have arranged with contracting officers to change the terms and 
conditions of invitations to bid and requests for proposals in such a manner as 
to permit small firms to bid or quote successfully on procurements. This type 
of assistance is illustrated by the following examples: 

(a) A small-business firm could not bid on a particular procurement -because 
of lack of steel drums. The small-business specialist called this to the attention 
of the contracting officer and the invitation was amended to provide for delivery 
in Government-owned drums drawn from depot stock. Asa result of this change 
the small firm was able to submit the successful bid. 

(b) A procurement of moisture- and fungus-proofing compound previously 
purchased only from a qualified products list was made in a manner which would 
permit new sources to develop a qualified product and obtain the contract. 

(c) A specification for equipment was changed from “not installed” to “in- 
stalled.” thereby permitting performance by a local contractor at a definite 
over-all saving to the Government. 

(d) The elimination of the qualification “no substitute’ on a special tool 
procurement resulted in the purchase of a tool which served several purposes, 
thus eliminating the requirement for another tool previously purchased on a 
‘no substitute” basis 

(e) In still other instances the breaking up of requirements into small lots and 
rescheduling deliveries of scarce commercial items permitted small] firms who 
otherwise could not have delivered the requirements to submit low bids and per- 
form the contracts. 


, 


15. Critical items.—Considerable success has been achieved in locating local * 


sources of critical items through cooperative arrangements between State and 
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community organizations and Department of the Army small-business specialists. 
Several sources located by this means have offered items at lower cost than 
previous suppliers. 

16. Local aids to small business.—As an additional means of publicizing pro- 
curements locally, the small-business specialists in several procuring offices have 
inaugurated a program whereby each day a synopsis of all unclassified procure- 
ments, both formally advertised and negotiated, are circulated directly to the 
chambers of commerce, business clubs, and newspapers in the area where the 
particular procurement office is located. The small-business specialists also 
have been active in notifying small businesses personally of proposed procure- 
ments. Many such actions have resulted in contracts 

17. Bid information.—It is a general practice among the technical services 
send unclassified requests for proposals or invitations to bid to all their prin- 
cipal purchasing offices. This policy, which has been in effect in most technical 
services for several years permits small-business men in various parts of the 
country to examine invitations to bid and requests for proposals in locations 
not too distant from their homes 

18. Advice and assistance.—Small-business specialists emphasize to business- 
men the fact that they should seek contracts not only for items which they pro- 
duce commercially but for any item related to their line of work and thereby 
increase their opportunities to obtain Government contracts or subcontracts, 
This is illustrated by an example on the west coast where a manufacturer of 
porcelain signs who had received no Government business was contacted by a 
small-business specialist in connection with the procurement of porcelain-lined 
tanks. He secured the contract and is performing satisfactorily. In addition, 
a number of instances have been reported where small-business specialists with 
knowledge of a plant which has capacity for a particular type of work has re- 
ferred the plant to a small-business man who was seeking that type of capacity 
either for his commercial work or in connection with prime or subconttracts with 
other agencies of the Government. 

19. Subcontract sources.—Many of t 
developing lists of subcontract sources for utilization in connection wi 
quiries received from prime contractors and also as additional pot 
for prime contracts. These lists are being expanded in some 


he full-time small-business specialists 


change among small-business specialists within the technical servi 


20. Subcontract assistance Since the matiorityv of the lars 


holding prime contracts with the Government have developed 


ing sources over a period of years, small-business specialist 
officers have not been requested to furnish as much assist: 
contractors and suppliers as may have been expected It 
critical item that additional sources of supply have beet 
tractors. However, this phase of the small-business prog 


f; 


a number of locations small businesses are being furnish 


contractors in their area and prime contractors 
potential subcontractors capable of performing work 
objectives of the subcontract program are being discuss 

in an effort to encourage subcontracting to the maximum e nt possibl 

21. Subcontracting cxrample A specific example of the results being accom 
plished under the program to encourage prime contractors to subcontract is the 
case of the RCA Service Co., Camden, N. J. This company requested informa 
tion on subcontracting sources in the Baltimore area. A _ smiall-business spe 
cialist furnished the company the names of five qualified sources for the particu- 
lar items involved, and four of these small firms received subcontracts, 

29. Contractor liaison.—Certain of the technical services have requested their 
principal prime contractors to designate an individual in their organization as 
a liaison with the Army small-business specialists Che response from pr 
contractors has been most gratifying, and this program is now underway o1 
Army-wide basis. 

23. Pools.—All small-business specialists have been furnished wit 
the NPA-DPA publication entitled “Pooling Production for Defen 
been advised that the pools approved by the Defense Productior 
will be dealt with on the same basis as other regular deal 
ASPR 1-—201.9. 

24. Distressed employment areas The De partment of the 
officers have been advised the distressed ¢ | { 
award contracts in such areas, price and 
contracting officers have been directed to urge prime « 


negotiate to take similar act 
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on, Executive Small Business Committee, Defense Production Administra- 
tion The Department of the Army has representation on the Small Business 
Executive Committee of the Defense Production Administration and actively 


participates in meetings of that Committee. 
SECTION VIII. CONCLUSION 


1. From the facts contained in this report it is clearly evident that the Depart- 
ment of the Army is sincere and aggressive in its efforts to aid small business. 
The many accomplishments which have been realized are due largely to the 
personal interest which Army personnel at all levels is taking in the program 
and the cooperation being evidenced by all segments of Government and industry 
concerned or affected. 

2 While it is recognized that the small-business problem is not capable of 
solution in its entirety, the Department of the Army will continue to exert every 
effort to insure that small business receives at least its fair share of the Army 
procurement dollar. To achieve the maximum practicable benefits to small busi 
ness, the Army will, in addition to utilizing the full facilities of its small-business 
organization, seek the advice and assistance of the Small Defense Plants Admin 
istration and other agencies of the Government concerned with the problem. 

5. DEPARTMENT OF THE NAVY SMALL-BUSINESS PROGRAM PROGRESS REPORT, 
DECEMBER 1, 1951 


DEPARTMENT OF THE NAVY, 
OFFICE OF NAVAL MATERIAL, 
Washington, D. C., 1 December 1951. 
From: Chief of Naval Material. 
To: Chairman of the Munitions Board. 
(Attention: Mr. Richard Lennihan. 
Subject: Small-business specialists and the small-business program. 

1. In accordance with your verbal request, the following observations are sub- 
mitted relative to the Navy Department small-business program and the Navy 
small-business specialist. It is understood that this information is desired in 
connection with the preparation of a letter by the Chairman of the Munitions 
Board to Senator Sparkman. 

2. Pursuant to the directive issued on 5 April 1951 by the Department of 
Defense, 57 small-business specialists have been appointed within the Depart- 
ment of the Navy. Although a procuring activity as defined by ASPR would be 
only the bureaus, Aviation Supply Office, Philadelphia, Office of Naval Research, 
and the Marine Corps, small-business specialists have also been appointed at all 
major purchasing offices and depots in the Navy, these latter categories being 
under the management control of the Bureau of Supplies and Accounts and the 
Marine Corps, respectively. All specialists have been appointed by the heads of 
their respective activities in accordance with the above-mentioned 5 April 
directive 

o>. Due to the variations in organization between the bureaus, the nature of 
the materials purchased and the volume of the purchases, the implementation 
of the basie directive has, of necessity, been largely on an individual-bureau 
basis. This has resulted in the development of procedures in one bureau which 

» not necessarily applicable in another. Wherever an implementing procedure 

en developed that appears to merit general application, an across-the 
ard adoption of such procedures is encouraged. 

1. Although the 5 April 1951 directive enumerates a lengthy list of duties to 
be performed by the small-business specialists, the following duties have been 

important that special attention has been devoted to them during the stage 

' the implementation so far completed: 

(a) Every procurement, large or small, passes across the desk of the small- 
business specialist, and such specialist determines whether or not such procure- 
ment is susceptible of performance by small business. 

(%) The ability of suitable small-business potential bidders is matched against 
current or anticipated procurements by the small-business specialist. 

(c) Small businesses are placed on bid and negotiation lists for such items 
as the small-business specialist deems them to be qualified and capable of 
producing 

(7) The small-business specialist is recommending, wherever practicable, that 
procurement be divided and multiple awards made. This type of award is, il 


fact, now being 


accomplished 
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5. During the first quarter fiscal vear 1952, the total obligations of the Navy 
amounted to $3,1S8S9,873.000. of which $571.554.000. o1 
business. 

6. Subsequent to the 5 April 1951 directive, a policy providing for the inclusion 
of certain negotiated procurements in the Commerce Department daily synopsis 
was developed. Although the policy has been modified sever: mes, the prese! 
version has been implemented, and negotiated procurements are being included 
in the synopsis Che number of negotiated procurements appearing d 
months af July, August, September, and October seemed very small 
of the implementation of this policy is in progress \ spot check of 
of Sh ps revealed that a “urge OU . he trouble mi: VD ipart 
mentation of the p 
nated procurements 
whereas only 10 apy n the synopsis 

7. The stimulation of subcontracting | 
it is generally believed that such presents 
business participitation In connection w 
noted: 

(a) The Bureau of Ordnance has 
of its principal prime 
by other Navy procuring ac 

(hb) All contracts contain « 
tractor the desirability of doing 

(¢) Subcontractor-prime contractor exh 
ticipated in by various bureaus. At the Detroit ex 
of Ordnance, Bureau of Aeronautics, Bureau of 
of naval material were represented The extent 
being increased and willl include in the f 
by the bureaus 

(d) A publication entitle “Subconti 
tractors” is now in its third « ; 
and as recent contracts move 
crease in the number and variety of the opportur 
made available through the inspectors of naval m: 

‘ The making available of 
trv is being tried out by 
Inspectors of haval ma 
and are now receiving 

ll be known shortly, ar 
% On 1—2 October 1951, a 
ment gathered in Washington and 
by the Office of Naval Mate 
length of time to come it 
desirable, therefore, to } 
program, emphasize the in 1 parts of 
and answer questions Wi onsensus of 
beneficial to all who partic 

10. It is firmly believed that the implementatio 


is well on its way. The small-business specialists, the key to th SUCCESS ¢ he 


plan, have been appointed and are producing resuits. Small business is rapidly 
learning what it can sell to the Navy directly and of the opportunites in the 
subcontracting field. There still remain problems to solve, but the small-business 
program of the Navy has been = successfully iunched and energetically 
prosecuted, 


P. B. NI 


ProGRESS Report ON AIR ForRCE SMALI 


1, 1951 


1. Organization.—Forty-two small-business 
Headquarters, Air Matériel Command, and in tl 
workload has increased so rapidly that authorization fon 
has been requested. 

2. Small-plant participation in prime contracts Proeurs 
first quarter of fiscal 1952 were comparatively light and ch 
emergency and extremely urgent type. Small-business spec 


93741 o2 24 
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Air Matériel Command made an analysis of those procurement aetions which had 
been completed in this first quarter of fiscal 1952 by the Procurement Division. 
Air Matériel Command, other than those of less than $10,000 in value, to determine 
what proportion of the completed actions was for items of a type obviously not 
Suitable for procurement from small-business concerns as prime contractors. 

After deleting interdepartmental and interservice procurements, $1,582,935,000 
in procurement actions was listed in the procurement action report books of the 
Procurement Division, Air Matériel Command, for the first quarter of fiscal 
1952. Three hundred forty-four million, two hundred and four thousand dollars 
was for facilities contracts (machinery and equipment) and research and devel 
opment contracts (nonproduction) which are not susceptible of screening as to 
their suitability for procurement from small-business concerns, Of this amount, 
$5,717,000 was placed with small-business concerns. 

The remaining $1,238,731,000 was reviewed from a standpoint of suitability, 
and $87,071,000 was found to be for items of a type suitable for procurement from 
small-business concerns. Of this potential, $36,454,000, or 42 percent, was awarded 
to small concerns in full competition with large-business concerns. 

During this 8-month period local purchases made by the field installations in 
continental United States amounted to $54,234,000, of which $88,448,000, or 62 
percent, Was placed with small-business concerns. 

3. Number of small plants operating as prime contractors.—A special survey 
conducted by the field offices of Air Matériel Command brought out the fact 
that as of June 30, 1951, three-fourths of all our prime contractors are small- 
business concerns. Specifically, there were, at the beginning of fiscal 1952. 
6,967 plants operating on Air Force prime contracts, 2.925 of them having less 
than 500 employees and being independently owned and operated. Face value 
of the contracts in production at that time in those small plants was $552,901,527. 
an average of $190,000 per plant. These plants were located in 41 States and 
the District of Columbia. 

1. New suppliers.—In the month of June, 186 new suppliers, small plants, re 
ceived prime contracts from the Procurement Division, Air Matériel Command 
During the first quarter of fiscal 1952, with comparatively light procurement 
actions (1,070 contracts awarded), 42 new suppliers were added as small-plant 
prime contractors. It is interesting to note that 17 of these 42 new suppliers 
received their contracts on only 48 purchase requests, these 48 being the only 
ones completed in this quarter on which small-business specialists and the buy- 
ers worked closely together. It is not to be presumed that any such proportion 
Will be maintained, as too few purchase requests were involved to establish a 
trend 

5. Sereening and follow-up operation.—This operation, jointly conducted by 
the small-business specialist and the buyer, has no counterpart in any other Govy- 
ernment agency or department and is not to be confused with the analvzing 
of completed actions described in paragraph 2 above. Developed at Wright 
Field in World War IT as a cooperative effort of the Small War Plants Corpo- 
ration operators and the buyers of Air Matériel Command. it proved mutually 
beneficial to the Air Force and to small business. This joint operation was 
reactivated on July 1, 1951. 

All unclassified purchase requests are reviewed by the small-business special- 
ists at Air Matériel Command in advance of any action whatever by the Pro- 
curement Division. No action is taken by the specialists on those purchase re- 
quests for less than $10,000 estimated value. The balance are screened for 
suitability (as items) for production by small concerns, and those determined 
suitable are marked as such. 

On these purchase requests the specialists work closely with the buyers to 
insure that, in the making of satisfactory procurements with which the buyers 
are charged, the greatest possible participation of the largest number of com- 
petent small plants is secured. This involves mutual determination on the part 
of the buyer and the small-business specialist as to whether the procurement 
will be handled by formally advertised bidding or by negotiation: if the latter. 
how many and what sources will be given a request for proposal; and to what 
extent multiple awards are practicable in order to spread the base. 

The determination as to which procurements should be publicized in the 
Department of Commerce daily synopsis of proposed procurements is solely that 
of the specialist. The determination of the plants to receive awards is solely 
that of the buyer. but, if the small-business specialist is not satisfied that the 
buyer has given small concerns proper and due consideration. he may refer the 
procurement to the Procurement Committee for final determination. When any 
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awards are made to large concerns on these “suitable” purchase requests, a 
written justification, signed by the buyer, must be furnished and made part of 
the procurement record. 

In the first 4 months of fiscal 1952 newly initiated purchase requests were 
comparatively few, as the appropriations had not been released. Nevertheless, 
3,335 purchase requests were received ; 1,531 were not screened for suitability, as 
they were for less than $10,000 each; 614 were found not suitable; and 1,190 
were for items considered suitable for production by small concerns. The esti 
mated value of these was $3876,775,746. 

Procurement action was completed on only 108 of these purchase requests by 
the end of the fourth month. The total value of the awards made was $29,750,600. 
Awards were made to SS small concerns in the amount of $14,388,835, or 49 
percent of the total, and to 31 large concerns in the amount of $15,361,765. The 
written justifications for the awards made to large concerns were: No bids 


received from small concerns, value S4578,590; price out of line, value $5,026,550 ; 
unqualified physical facilities, value $115,130; unable to meet delivery schedule, 
value $189,000; tooling cost prohibitive, value $522,695; qualified product, no 
small concerns currently qualified, value $8,929,800, 

One thousand and eighty-two purchase requests were still in process, involving 
a total of $357,000,000, and actions will be completed in subsequent months. A 
daily average of 75 new purchase requests are now being screened, and a daily 
average of 25 are being found suitable as items for small-plant production. 

This intensive joint activity on the part of the buyers and the small-business 
specialists is already pointing up some very interesting facts which will assist in 
the further development of the small-business program. It shows, for instance, 
that in procurements for the type of article suitable for production by small 
concerns these concerns are successfully competing with large business to the 
extent that they are underbidding them for 80 percent of the contracts and for 
50 percent of the dollars. It shows also the specific reasons why small concerns 
do not receive an even greater percentage of the awards, factual information 
which will be of value in suggesting improvements in our procedures 

6. Notice of proposed procurements.—At the request of the Air Foree and in 
coordination with the other services, the Munitions Board revised its directive 
on the publicizing of proposed procurements, whether advertised or negotiated, 
in such manner as to give practical information to prospective small-business 
suppliers while at the same time relieving purchasing offices of a severe burden 
The Department of Commerce daily synopsis of proposed procurements now 
carries pertinent data on all currently proposed procurements of supplies or 
services (other than classified and those under $10,000) on which there is any 
possible opportunity for a prospective small-business source to bid or quote. 

7. Proposed procurement data in regional offices —Another innovation initiated 
by the Air Force and allied with the Department of Commerce daily synopsis of 
proposed procurements mentioned above is the placing in all regional and subre- 
gional. offices, Air Matériel Command, data, specifications, and drawings of all 
proposed procurements publicized by the Procurement Division, Headquarters 
Air Matériel Command, in the Department of Commerce daily synopsis of pro 
posed procurements. Thus the small-businessman interested in an announced 
procurement and who for any reason has not received a bid set or a request for 
proposal from the purchasing office can find in his nearest regional office all the 
data needed to make up a bid or a proposal. This data cannot be taken from 
the regional office, but full use of it can be made in the office itself. 

8. Training program.—On July 23, 1951, Headquarters Air Matériel Commanal 
conducted a clinic at Wright-Patterson Air Force Base for its small-business spe 
cialists from the various regions and the chiefs of the appropriate buying see 
tions at Headquarters Air Matériel Command. Mr. Hine, Chief of the Office of 
Small Business at Headquarters Air Matériel Command, was chairman. Speak 
ers, beginning with Mr. Gilpatric. Under Secretary of the Air Foree, and other 
speakers from Headquarters United States Air Force, Washington, and Head 
quarters Air Matériel Command, Dayton, covered all phases of the program and 
the specific procedures that were in effect. Several district meetings of small 
business specialists have been held and addressed by Mr. Hine. Mr. Hine has 
also conducted the small-business part of the program at numerous conferences 
of district commanding officers held at Wright-Patterson Air Force Base as well 
as seminars for commanding officers of continental bases. All district and 
regional small-business representatives and specialists have been active in ad- 
dressing meetings of industrial groups and chambers of commerce to inform 
industry as to the workings of the Air Force small-business program, 
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9, Manual of small-business program,—A brochure covering all phases of the 
Air Force small-business policy, program, and procedures as they exist at this 
time has been prepared, and arrangements are being made for its publication. 
its major distribution will be to all small-business specialists, contracting officers, 
and buyers. Copies will also be made available to appropriate personnel of other 
Government departments und agencies and to governors’ Commissions on small 
business. 

10, Hahibits.—The contractors’ exhibit program, started by the Air Force in 
February, is continuing under the joint sponsorship and operation of the Army- 
Navy-Air Force through the Armed Forces regional councils. In the period cov- 
ered by this report, exhibits have been held in St. Louis, Cleveland, and Los An 
geles, For the Los Angeles exhibit the Air Force offered air transportation to all 
members of the House and Senate Small Business Committees and Armed Forces 
Committees. Pressure of legislative action prevented most from accepting the 
invitation, but Representative Joseph R. Bryson, of South Carolina, and Repre 
senative Ruth Thompson, of Michigan, were able to make the trip, together with 
Mr. Walter Stults of the staff of the Senate Small Business Committee. Follow- 
ng the return of this group to Washington, Mr. Stults, in a letter to Mr. Gil 
patrick, said, in part 

lo my mind, these subeontracting shows are the most fruitful means yet 
devised for bringing small business concerns into the defense effort, and the Los 
\nzeles show definitely revealed the amount of planning and work which went 
into it General Morgan and Colonel Sprigg deserve endless credit for their 
les as AFRAC representatives in charge of the exhibit as well as our personal 
thanks for being most cordial hosts and guides.” 

The next contractors’ exhibits are scheduled for Detroit, October 29 through 
November 2; Denver, November 14 through November 16; and Minneapolis, 
January 8 through January 11, 1952 

11. Subcontracting program.—To implement a memorandum from the Assistant 

retary of the Air Force to the Deputy Chief of Staff, Matériel, Air Matériel 
mand on August 28, 1951, sent a letter to all prime contractors of the Air 

e designed to bring about a more intensive and extensive campaign in behalf 
small concerns as subcontractors and suppliers. This letter, in addition to 
ling out once more the Air Force policy toward small-business participation, 
upon each prime contractor to appoint, at staff level, an officer of the con 

pany to serve as small-business liaison with the Air Force and to notify the appro- 
priate air procurement office in the field of that action. At this time notification 
the appointment of such liaison officers has been received from approximately 
100 prime contractors. The letter also requested each prime contractor to keep 


] 


subcontracting records in ich manner as to clearly indicate the number o 


Ih 


loyees of the concerns with which it places subcontracts or purchase orders 
w of the probability of a change hy the Small Defense Plant Administration 
» definition of “small-business concerns.” By carrying out the request in the 
latériel Command letter, prime contractors will be in a previously prepared 
meet any new definition. This letter has been distributed to a 
prime contractors and is attached to all new prime contracts issued 
by Air Matériel Command 
On October 8, 1951, a special committee from industry, requested by Mr. Gil 
patric to make an impartial survey of the Air Force small-business program to 
determine its effectiveness, went into action. The committee consists of Mr 
\. D. Plamondon, Jr. (chairman), president of the Indiana Steel Products Co 
Mr. Glen McDaniel (secretary), president of the Radio-Television Manufactur- 
ers Association; Mr. Louis Ruthenburg, chairman of the board of Servel, Inc. ; 
and Mr. Howard D. Williams, treasurer of the Washington Mills Abrasive Co., 
und president of the Smaller Business Association of New England. Followin 
a briefing in Washington on the program as a whole, the committee spent a day 
at Air Matériel Command Headquarters covering the activities of Wricht-Patter 
son Air Force Base. It has since visited the Allison division of General Motors 
in Indianapolis and plans calls on a number of Air Foree prime contractors of 
its own selection to see how well practice conforms to policy in the subcontract 
me field. The recommendations of this committee from industry are expected 
to be of great value in the shaping up of the future program 
Greater activity on the part of the major prime contractors of the Air Force 
in telling their own subcontracting story to the publie is noted. Outstanding in 
this connection is the current series of full-page newspaper advertising being 
conducted by the RCA-Victor division of the Radio Corp. of America, Favorable 





REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 361 


comments have been received from many sources as to the effectiveness of tl 
method of approach, 

To assist small-business representatives in the district and regional offices in 
securing a wider dissemination of information on the small-business program 
of the Air Force, Air Matériel Command is preparing a 15-minute motion-picture 
film to tell the story through visual presentation. It is expected to be r 
around the first of the year. 

The next progress report will be made late i ary covering the 
quarter of fiscal 1952. 

WEDDELI 


ACTIVITIES Of} FICE O! [ALI USINESS, NA 


COM MERCI 


lished 


When the Department of Commerce was estab 
, the 


of Cabinet rank, the Congres ha d it wit 
promoting, and developing the foreign and domestic ¢ 

turing industry of States. While no speci 

small business at tha it is quite apparent that its primary duty w 
development of : ali ; ‘xpansion of our economy and the provision of au- 
thentic and organized assistance for business firms which had the vitality and 


determination to grow and prosper under the situations of that day. Today 


i 
small businesses make up approximately 90 percent of the entire business comn- 


munity. 

In succeeding years the resources of epartn of Commerce have been 
utilized to aid these smaller fir al rt the constantly expanding 
economy. In 1941 a special small-business unit was established in the Bureau 
of Foreign and Domestic Commerce and directed to study the small-business 
segment of the business community, isolate the problems encountered by smaller 
firms because of their size, and to map out a program to cope with this gr 
of establishments. 

During World War IT first the 
War Plants Corporation er , 

Department of Commerce ; rect them 1 1 tl roblems 

duction. Since these effo re dosoprin ' he le in 200.000 
manufacturers, the very lar a of wholesaling, retail ind service 
remained with the Depat 

the Department gave { dance pros ray ing and economic 
information in these field ring the war yea tl ‘ | and the 
Smaller War Plants Corporation was terminated, ted element Pits opera- 
tion were returned to the Departr nerge i the operati it had con- 
tinued, and the difficult problems of adjustment to a icetime economy were 
vigorously pursued through this Office of Small Business 

Following the passage of the Defense Production Act of 
ment of the National Production Authority in the Department of Commerce, 
the Office of Small Business became a jm ary unit in that organization At 
that time, the Office of Small Busines perating three mature programs: 
Government procurement, finance I ax, and management assistance. With 
the advent of NPA, the procurement program was immediately ‘engthened ; the 
staff working on finance and tax shifted research on production and economic 
problems created by the Korean incident: and three-quarters of the management 
staff shifted to a new program on scarce materi: 


WASHINGTON ACTIVITIES 


The major activities of the Office of Small Business over the past 
fore, can be briefly summarized as follows: 

Size classification of manufacturers On November 5, 1951, the Secret: 
Commerce released a publication which contains the new standards for ela 
ing manufacturers as to siz By the application of these standards, 
sible to answer the question, “What is a small business in manufacturing?’ 
definition fundamentally recognizes that a single formula is unrealistic 
recognizes also that what is needed by Government and private industry 
is some formula which can easily be ap to any particular business. There- 
fore, in 200 of 452 manufacturin ustri characterized by smaller establish- 
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ments, manufacturers employing 100 or less have been considered small. Also, 
in 15 of the industries characterized by large size establishments, any manu- 


or 


facturer employing 2,500 or less employees would be considered small. In the 
remaining 237 industries, small manufacturers may be those with 150 or less 
up to 1,500 or less employees, depending on the industry. Regardless of industry, 
any manufacturers with 100 or fewer employees would be classified as small 
and any manufacturers with more than 2,500 would be classified as large. Any 
concern having more than one establishment is large unless the total employ- 
ment in all its establishments is the same or less than the size set forth for the 
industry which is applicable to its business. 

These standards are being used for review of industry advisory committee 
membership in order to determine whether or not small manufacturers have fair 
representation on these committees. Also, the National Production Authority 
may use these standards in determining whether or not to give any extra con- 
sideration to an application for critical materials becanse a manufacturer is 
small. Within the Defense Production Administration these standards may be 
used to determine which of the applicants for certificates of necessity (tax 
amortization) should be given extra consideration, both with regard to the time 
during which the application is being processed and the final action which is 
taken 

These standards have been brought to the attention of the Department of De- 
fense. It is hoped that the Department may adopt these standards which would 
make it possible for them to give the Congress a better measure of the extent 
to which prime contracts have been and are being awarded to small mannu- 
facturing concerns, 

This report, completed after 2 years of study, is condensed into the following 
statement recently released by Secretary Sawyer: 

“During recent vears the feeling has become widespread that small busi- 
ness as such has its particular problems. This growing interest has found 
expression in legislative discussions and actions and in special programs for 
small business in this and other Government agencies. However, in every dis 
cussion of small-business problems and the administration of every program the 
same question always appears: ‘What is a small business?’ 

“In 1941 the Department of Commerce suggested that a small manufacturer 
was one with 100 or fewer employees. This standard was included as an 
alternative in the President’s memorandum of December 12, 1947. More re- 
cently there has been a tendency to say that any manufacturer having 500 
or less employees is small. Almost everyone admits that any single standard 
of size is in error. Small size is a relative term. What is large in one in- 
dustry may be comparatively small in another. 

“Following the Communist. attack in Korea, the place and importance of 
small business in the national production picture received further emphasis. 
Questions were asked, such as, ‘How can small business be properly recognized 
in Government programs”? and, as always, ‘What is a small business?’ 

“Two years ago the Department of Commerce began a study of the size factor 
in manufacturing, basing it upon the census of manufactures of 1947—that 
work being the most satisfactory and complete source of data. Other sources 
were utilized, however, and since the study was undertaken the result of using 
the census of manufactures has been checked and rechecked with unpublished 
tabulation of independent company size data. As a result of this study we 
are now prepared to announce a definition of small business. It should he 
noted that manufacturing only is includued in this definition, and the definition 
refers to establishments, not companies 

“It is not possible briefly to set forth all of the factors used in this definition 
which we believe make it feasible as well as theoretically sound. Consider 
ation has been given to such factors as the size factor in each industry, the 
relative position of manufacturers in each industry, and the degree of con 
centration of output. The maximum size for small business has been set to 
give consideration to all factors on which data are available and to include 
all businesses believed to be associated with small business in their respective 
industries. The discovery that in general the aggregation of establishments 
which collectively produce one-third of the products in their respective in- 
dustries comprise the small business concerns was helpful. However, all manu 
facturing establishments employing 100 or less have been considered small. 
All manufacturing establishments employing 2,500 or more have been con- 
sidered large. In a few industries there are no establishments with more- 
than 100 employees. 

“The definition fundamentally recognizes that a single formula is unrealistic 
It recognizes also that what is wanted for use by Government and private in- 
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dustry is some formula which can easily be applied to any particular business, 
The result of this study is set forth in the attached tabulation from’ which any 
manufacturer within the 452 manufacturing industries can tell instant 
or not his establishment is within the small-business 
formative to make these additional comments: 
“Any concern having more than one establishment 
employmént in all its establishments is the same o1 
in the following list applicable to its business. 
“Tabulation of data from establishments instead of cor 
fact that the statistics, in particular those of 1947, from which 
size standards were developed were so compiled. For this reason, 
of error is present. Howevse r, it has been poss ble to check the 
against unpublished data and make appropriate adjustments. In 
cent of the industries, the results are now correct In the remail 
the error is believed to be small 
“Tam aware that there are those who favor other definitions For instal 
some may advocate designating the top four or eight firms in each industry and 
classifying all others as small. This has at least two disadvantages: 
“1. It would classify as small 15,000 to 20,000 substantial and successful 
firms which neither want nor need special attention 
“2. It is likely to lead to a negative approach suggesting an attack upo 
large companies without doing anything constructive for th mall. We 
positive approach to the economic problems involved 
“In my opinion, the new standards for classifying 
are a forward and constructive step toward clarifving our thinkin& on 
business. The standards are consistent with the President’s 1947 memor: 
and I recommend their adoption wherever appropriate. While we do not 
this result is theoretically perfect, we believe it represents the best defini 
of small business which can be produced at this time and for some time to come 
“The following table gives the number of employees for determining which 
manufacturers are small in each of the 452 industry classes contained in the 
standard industry classification used by the Bureau of the Census. 
“The major industry groups have been arranged alphabeti 


} } 


each group the separate industries have been listed alphabetically 
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Classification of small manufacturers in 452 industries—Continued 


MISCELLANEOUS MANTFAC 
rUuRERS continued 


Pens and mechanical penci 
Piano and organ parts 
Pianos 

Pines, toh: 

Plastics products, n 
Shades, lamp 


imun 
ind b 


ithlet 


AND ALLIED PR 


wer 
sperboard 


, tubes, drum 
1 board, di 
1d board m 


nd 
ita & 


D COAL PRODUCTS 


product 
sand packaged 
aa 

blocks 
’etroleum and coal products, 


e 


i 


mant- 
fac- 


turer 


PRIMARY METAL INDUSTRIES 


Aluminum, primary ‘ 
Aluminum rolling and drawing 
Blast furnaces 

Copper, rrimary 

Copper rolling and drawing 
Flectrometallurgical products 
Foundries, grav-iron 

Foundries, malleable-iron 
Foundries, nonferrous 

Foundries, steel 

Iron and steel forgir 

Lead, primar’ 

Metal industries, primary, n. e. « 

Nonferrous metal rolling, n. e. ¢ 

Nonferrous metals, primary,n.e.¢ 
Nonferrous metals, secondary 
Pipe, welded and heavvy-riveted 
tee] works and rolling mills 

Wire drawing 

Zine, primary 


PRINTING AND PURLISHING 
INDUSTRIES 


Blank-book making and paper 
ruling 

sookbinding 

Bookbinding work, miscellaneous 
took printing 

Books, publishing and printing 

Cards, greeting 

Electrotvping and stereotvping 

Fneraving and plate printing 

Lithographing 

Loose-leaf bind ind devices 

Newspapers 

Periodicals 

Photoengraving 

Printing, commercial 

Publishing, miscellaneou 


lypesetting 
RURBER PRODUCTS 


Footwear, rubber 
Rubber industries, n. e. ¢ 
Rubber, reclaimed 

Tires and inner tubes 


STONE, CLAY AND GLASS PRODUCTS 


Abrasive products 

A bestos products 
Brick and hollow tile 
Cement, hydraulic 

China, decorating, for the trade 
Clay products, structural, n. e. ¢ 
Clay refractories 

Conerete products 

Containers, glass 

Cut-stone and stone products 
Gaskets and asbestos insulations 
Gl iss, fi it 

Glass, products of, purchased 
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Classification of small manufacturers i v2 industries—Continued 


STONE, CLAY, AND GLASS TEXTILE MILL PRODUCTS—Ccol 
PRODUCTS continued 


| 


| 


I 


KY 


I 
I 
k 
l 


Small-business nominations for business advisory committees Using the data 
developed for the size study, the Office of Small Business reviews the nominations 
for membership on industry advisory committees and determines the size of 
firms proposed by the directors of the several industry divisions and the rela- 
tionship of committee representation to the size pattern of the industry to be 
represented by the committee. This procedure, operating in coordination with 
the Office of Industry Advisory Committees, has assured NPA fair and impartial 
advice from industry on its own problems related to scarce materials. 

Through December 31, 1951, the Office of Small Business has approved ap- 
proximately 2,000 small-business firms for more than 500 industry advisory 
committees, or an average of 4 small firms on each committee. Since the aver- 
age committee has 12 representatives, small business accounts for about one- 
third of the total committee representation. 
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Recognition of small business in preparation of NPA orders.—The standard 
pattern of the use of metals, chemicals, and similar scarce materials and finished 
products by small manufacturers and processors has been under continuous 
study to form a basis for judgment in the development of regulations, control, 
imitation, and conservation orders which NPA finds it necessary to issue. On 
the basis of such data, firm recommendations are made in the interest of broad 
segments of small business. 

Order review and analysis.—Through the year, OSB has reviewed all notices 
of intent and NPA 4-day circulation proposals for new orders, to determine their 
possible effect upon small business. Conclusions are presented to the NPA 
industry divisions involved and, if necessary, are vigorously defended at the 
meeting of the clearance committee by the OSB member. 

Provisions in NPA orders and regulations favorable to small business.—Dur- 
ing the year 1951, 34 NPA orders and regulations were issued with provisions 
giving special consideration to the material problems of small-business concerns 
and users of small quantities of materials or produets. Of particular importance 
are the provisions for self-certification by small users of controlled materials, 
the requirement that all warehouse distributors of steel receive 100 percent of 
their base-period quantities from mills, and the guaranty of the right of appeal 


for adjustments and allotments. 
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usiness hardship cases—One of the first steps taken following the 
on of NPA was to assign members of the staff to follow up hardship 
ndividual small manufacturers, determine the merits of their Cases, 
nh preparing and presenting their cases to proper NPA officials, 
hington office of OSB has spent a substantial part of its time assisting 
vidual manufacturers faced with lack of scarce materials. Summariz 


carried out during the third quarter alone, 350 tirms re 

adjustments under order M—47—A in their permitted use of steel, copper, 
tum and more than 90 percent were granted assistance; $20 firms 
ed their problems with respect to chemicals—-mostly plastics and paint 
and all but 10 secured assistance; and 307 requests for aid were 
producers of lumber and Lumber products and only 4 were denied 

»vyear, thousands of firms requiring added quantities of the follow 

have been helped: galvanized sheets, carbon steel, aluminum, cop 
‘ichloroethylene, methylene chloride, cellophane, white and 

: and machine tools, OSB is now prepared, under 


similar hardship cases for Small Defense Plants 


assistance follow 
cated in Alabama, manufacturers of fifth 
military contracts rt in 36 months but, 
would be forced to cease operations until 
Result would be impaired efficiency and the loss of employees. 
ial 
makers f electri and electronic Inpohnents use high grade 
ured only from one source, This company could ship 
rs The NPA directive to this company was to pro 
“Ly monthly shipments of 1950 which resulted in allot- 
10 pounds lhe supplier shipped only 380 pounds each delivery. 
the facts, it was agreed that excess amounts would be accrued 
iser and distributed as a supplementary allotment. Three other 

nefited from the decision 

tic Washer company of Iowa had been denied steel in addition 
titted | order M—47 The United States Senate Selec Comtuittee 
referred the case to the Office of Small Business. An appea 
‘hardship. Relief w: 


1 ets 
tO) Sta 


Was secured. 


tri brooders yr Licker ‘ 1 turkeys 
steel After ] and a formal 
lies were provided 
of Massachusetts manufactured hydrostatic equip 
thLand petroleum companies and atomie energy (Los Alamos). 


mpany, it was unable to obta high alloy steels. <A 


ey disclosed suppliers capable and willing to provide the 
i washing machines was unable to obtain an ad 
The case was adequately presented to the proper 
permitted 300 persons to return to work 
g company of Oregon was unable to obtain titanium, a 
edient in paint. Investigation showed that it was suffering undue 
major supplier agreed to provide the necessary titanium. 
ocated 1 Minnesota made items, previous to Korea, for the neon 
They converted at considerable expense to make carbon resistors 
se program but were unable to obtain 0.040 and 0.032 copper wire 
hey had no base period. After the case was prepared and presented to 
roper authorities, an adjustment was made in the base period. 
mall company in New Hampshire manufactured tinished hardware. which 
i to some extent in defense Started at the close of World War II. the 
grown to employ 70 persons and was a major economic factor in its 
It needed 40,000 pounds of secondary copper ingots. The case 
the basis of community hardship, employment problem, and 
cial problem. Relief was granted 
pany, producing in New Jersey, manufactured heating systems. It 
an adjustment of its base period in order to obtain copper or be forced 
business. The adjustment was made 
ng the next 6 to 9 months, the requirements of the armed services, direct 
se-supporting programs, and facility expansion projects will impose their 
us impact on the civilian economy. During this period, OSB will con- 





REPORT Ol 


tinue its prog 
extent permitted by tl 

Helping 
Oflice of 
hunction 


) 
Plants 


‘am ot 

e hee 
sprall 

Small 


manufactur 
Business 
ontinued in N 
Administrati 


concerns 


» 
i 
dis 


Recon 
LDefense 


LLSCO 
i 


weency 
se | I 
high-level 
Defense 
Office, in collaborat 
continues to 
eotiated basis 
led at the 


suppor 
ol and 
alist 
and ne 
is assem 
contre 
liore 
ploym 
manuf 
Similar 
Defense is 
distributed 
seeking su 
Rec rads 
evaluated 
and the 


imately 21 


percent 
This rep 

nt, the downward 
purchases being made the lat 
P oT } 
and 


contracts indicates 


concerns esent 


large ext 
frames, tanks, 
tion in milit: 
an advert 

There is no 
heir awarded 


Simitay chin 
ry 
sed basis is ¢ 
unifort ! 

under military p 
through trade associations indicates t 
Information from the Ai 
indicates that 50 major producers 
USI! slightly than 
have awarded approximately 170,000 subcont 
the all 
contracts 


increase 


OOOO st 


manufacturers 


reports 


subcontractors are 


awarded, the association that 
‘One 
Efforts with 
business al 
offered small 
military products produ 
nection with subcontracting in 
an important contribution to incre: 
Production 
production pools remains 


for the Administr: 


respect to subcontracting have not 


Considerable tio | hee 
with 
ed or 


one Leis 


eoncernus 


rachine-tool 
as 
pools 
as a tun 


itor of the Defense 


SerTv ice 


idl 


field and 
rceptible 


beet 


sed production 
The assistance program relatit 
j tion of the Office 
Produ 








374 REPORT oF THE SELECT COMMI‘ 'EE ON SMALL BUSINESS 


whom the authority has been delegated. The process of clearing a froup of 
small concerns desiring to merge their facilities for the purpose of obtaining 
prime or subcontracts, Which none of them could handle individually, requires 
review and Clearance by the Department of Justice and the Federal] Trade Com- 
mission, and finally the Sanction of the Defense Production Administrator. By 
arrangement through the Department of Labor, each 4pproved pool also receives 
exemption from section ] (a) of the Walsh-Healey Act. 

Staulf work connected with the program, handled by OSB, involves such respon- 
Sibilities as (1) the preparation and dissemination of information about pro- 
duction pools, including definitions, characteristics, their advantages and dis- 
advantages, conditions affecting their approval, and procedures for their forma- 
tion; (2) the arrangement for and issuance of iny itations to Organizational meet 
Inss of representatives of business enterprises interested in forming pools ; 
(3) the rendition of advice and assistance in the breparation of applications 
for governmental] approval; (4) the analysis and .eView of applications eul 
minating in reports and recommendations pertaining to Xpprovals of pools: aud 
(5) promotion of the use of approved pools by Federal] procurement agencies il 
the Placement of prime Contracts, 

“ix such pools have been approved. To date, 2 of these have reported re- 
‘eiving ] very small prime contract each, and a third has reported obtaining 
<0 subcontracts amounting to substantial] Volume. <A recent survey ‘of their 
difficulties in securing prime contracts reveals the apparent reluctance of procure- 
ment officers to deg] With pools. This problem accounts, in one Way or another, 
for most of the troubles reported. 

facility loans and certificates Of necessity. During the period when facility 
‘;edns under section 502 of the Defense Production Act were Processed within 
NPA, the Office of Small Business reviewed all applications for such loans for 


small business e msiderations and questions of concentration, A memorandum 
summarizing this review was atta hed to each application and became a part 
of the record This work was terminated when the loan function Was transferred 


to REC under an Executive order dated August <8, 1951, and in anticipation of 
special programs jin this area by the Small Defense Plants Administration. 

At the present tine the Office Of Small Business, NPA, has representatives in 
the Office of Resources Expansion, DPA, to classify applications for certificates 
OF necessity for tax amortization so that special priority and handling may be 
s!ven to the applications of small-business concerns, The Classification is made 

le basis of Size Classification of Manufacturers issued by the Department 
Of Commerce 

It is expected that this action Will assist Inaterially in Clearing up the backlog 
Of applications. giving special consideration to those of smal] lirms where an 
early decision is likely to be most important. 

Vanagement USSiSTANCE.—With the advent of NPA and the necessity for eon- 
centrating upon the Problems created by an intensifi “l mobilization program, 
Only Management assistance directed to small manufacturers was continued, 
This activity consisted primarily in the preparation of Defense Production Aids, 
t-page leaflets setting forth current problems and their solution Subjects ranged 
from instruction on prime and subcontracting to questions and answers on NPA 
Order M-4 (construction ) : they ranged from a checklist for small plant house 
keeping to the reclamation of tools and workpieces, They included such subjects 
as defense loans for Small business, converting to military production, and how 
the Walsh Healey Publie Contracts Act affects Government Supply contrac tors, 

Aside from distribution of these aids through the field offices of the Depart- 
nent of Commerce. they were released through approximately 2.500 outlets such 
as trade associations, trade papers, State industria] commissions, State and 
local chainbers of commerce, commercial libraries, collegiate business schools, and 
other organizations serving small business, 

Among this sroup are approximately 700 With whom contractual relations have 
been established for redistribution, in Part or in full, of those aids of interest 
to their members, subscribers, and others served. This is done ut no cost to the 
Government other than for the original COPY. Although no eo nplete check is 
Possible, there js evidence that several hundred thousand impressions are redis 
tributed each month on this basis. 

Production assistance, During the year, OSB has Worked closely with the 
Office of Technica] Services on production assistance on shop problems. In addi 
tion to the technical Defense Production Aids prepared by OTS, two other activi 
ties have been developed for the use of Commerce field men. The first is called 
Production Notes, short answers to specific technical inquiries. The gs cond is a 
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service denominated Production Advisory Service, which provides answers to 
new questions raised by Small manufacturers for the first time. 

Negotiations have been opened with the Small Defense Plants Administration 
by which detailed personnel may provide liaison, making available to SDPA 
the extensive files and the talents of a carefully selected staff in the fields of 
managerial and technical service. 


FIELD ACTIVITIES 


Adjustments in the Washington activities of the Office of Small 
been made more quickly because of the availability of an establishes 
ice consisting, in the fall of 1950, of 42 offices strategically located 
with experienced personnel 

During the past year, the number of these offices has been incr 
distributed according to the location of the business population of 
Old and new offices alike have long since been staffed with people qu: 
administer vigorously the new programs established to meet 
of small-business men. ‘Total personnel is 1,441 

There are, at present, seven programs in the field for the exclusive 
small business 

Scarce material The obiective of this fie progr sto keep small manufac 
turers using scarce materia] in business during mergency, if at all possible 
frained Commerce field men are counseling with dist! rht producers and as 
semblers, assisting them to make applications to NPA 
the use of more abundant raw materials, new products or new 

Procurement.—As a further means of assisting small 
in the defense program, the field service of the Depart: 
since made available a portion of the staffs located in 99 
both prime and subcontracting on a local | ; 
sembled all of the small plant facility records wl 
great many States, local chambers of commerce 
these data are not available, other local groups are 
data along a standard pattern so that information 
comparable with that secured from another. The fi 
sonal check of the facilities report in these listings 
contractors in the area for the irpose of directing sub 
qualified and equipped to insure ate and efficient pet ) 

Department of Commerce-NPA field men are also working with the 
business representatives W hich have been established in the several decent 
procurement offices to acquaint them with the availability of small-plant 
ties as prospective bidders or negotiators on prime contracts. As smaller ma 
ufacturers curtail their regular civilian production because of the scarcity 
materials which they normally use, the number of plants available to the 
partment of Defense as prime contractors possessing precision machinery and 
highly skilled labor increases. The field men are constant); ‘senting new facts 
on this dynamic subject to the procurement offices 

To supplement this activity, the armed services have instructed their small 
business representatives to review proposed procurements in the development 
stage and, based on information provided by NPA‘and other agencies, determine 
which orders fit these particularly available facilities. This determination is 
indicated by a formal stamp marking the procurement for small-business place- 
ment, and the contracting officer is then required to justify, to his commanding 
officer, each case where this determination cannot be followed 

Management and technical assistance.—Since even in times of defense and war, 
the most common cause of business failure is inexperienced or ineffective manage- 
ment, the management and technical assistance program is always important. 
Today, the network of Commerce field offices is staffed with experienced business 
counselors who are supported with factual data prepared to meet current prob- 
lems of the smaller manufacturers, distributors, and owners of service firms 

Defense Production Aids, Small-Business Aids, Production Notes, and the 
Production Advisory Service have been established and tried through experience 

All field offices now have copies of Government-Owned Inventions for Free 
Use, recently issued jointly by the Government Patent Board and the Office of 
Small Business. It contains 2,339 Government-owned patents available without 
charge to any manufacturers, including the smallest, under nonexclusive, royalty- 
free license 
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\s part of the management assistance program, an extension service is avai 

e through Commerce offices The local counseling, research, conference, and 

structing facilities of university schools of business, other private researeh 
dtsencies, trade associations. and other groups of organized business are en 
couraged to work with both practicing and prospective business people, in orde) 
that they may keep themselves up to date on the latest and most effective business 


Dali eS and operations Mhe extension service is a program of self help, developed 

Supply small-business men with data which Cop officials of large corporatior 
receive from the Ir staff ofiicers or consultants, 

Finance and tax a SESlAnce Although the Department of Commerce has no 
n to lend, its experienced field officers over the years have been able ti 

st thousands of the smaller business operators With their financia] and tax 
problems 

Frequently, a busine ssinan is not familiar with all le il sources of funds: he 
m hot know What Government agencies can lend money and under What circun 

inces ; he may not know how to apply or make out the necessary forms 

With the passage of new legislation relating to Government lend ng, the Offic 

Small Business jn Washington prepared complete explanatory statements fo) 

in the field 
hough the Washington operation has been temporarily closed, the field 
es of the Department will] continue to counsel with smal] operators on their 
f lee and tax problems. 

Small Business Advisory Committee.—In 146, the Secretary of Commerce 
Ppointed a Small Business \dvisory Committee made up of small manufactures 
nd distributors, together With a few others primarily interested in small busi 

ss \t present, there are 60 members, serving without colnpensation, who 

Ctively and individually advise With the Secretary on the current problems of 
business. Since Ky rea, they have been instrumental in directing the 
ittention of OSB to new problems appearing upon the hori con Of small business 
nanagement, and reporting the reactions of such Management to changing 
nditions 
Small business ¢ ecutive committer The \ssistant Administrator of NPA for 
Small Business (Direct: r, Office of Small Business) serves as the Chairman of 
he Sn Business Executive ¢ mmittee, which was established by General 
Harrison when he Was serving as Administrator of DPA. This committee is 
I | [ top officials from policy making and dire: ting levels of the agencies 
Whicl ave 2 prime nterest n small business or where the activities of the 
feehey ailect the general statnes of small business Membership in this com 

fee Is made up of an assistant to the Chairman of the Munitions Board. small 
business representatives from the offices of the Se: retaries of the armed services, 


the Director of the Small Business Office of the Reconstruction inanee Corpo 
tion, the Director of the Small Business Office of the Office of Price Stabiliza 
nd other top-ranking officials from the Atomic Energy Commission, Gen 
er: Services Administration. Interstate Commerce Comnnission, General Ae 
counting Office, Office of Civilian Defense, Department of Labor, Small Defense 
ints Administration, and Defense Produ: tion Administration. 
The impetus of this cotnmittee, which was placed behind the proposed smal] 
business procurement policy of DPA, was instrumental in the adoption of that 
poley by the Munitions Board. Matters of important Policy character are 
studied, professional advice secured, and recommendations made by this eom- 


mittee 


areas of benefit to large segments of small business rather than with 


respect to individual business concerns, The committee has developed a set 
of criteria pertinent to small-business interests for the processing and approval 
of certificates of necessity. 

Governor's commissions. Early this year General Harrison. as DPA Adminis 
trator, asked the gove rors of all the States to dec Snate existing State agencies 
or to appoint special committees fo study the problems of small business within 
their States and provide Assistance to these concerns on a local basis to the 
fullest extent possible The governors of 36 States have set up such small-busi- 
hess organizations and the others are ready to do so as soon as a function can he 
prescribed and a point of contact with the mobilization ‘gencies is established 

The Office of Smal] Business is the point of contact for these organizations and 
has been directed to Ineet with the various c mmittees and commissions to assist 
them in developing local programs coordinated with those of the various mobili- 
zation agencies here in Washington. These Stat organizations, with the pres 
tige of the severa] sovernors, are important links hetween the field and the De 
partment of Commerce operations in behalf of smal) concerns. The Depart- 
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ment’s field offices have been instructed to work in comp) cooperation with 


the governors’ Commissions 

In conclusion, with a modest Washington staff of never more than S82, the 
Office of Small Business, National Production Authority, Department of Com 
merce, has maintained a practical, hard-hitting and productive | 
half of small business with emphasis upon the smaller manufacturers It has 


rogram in be- 


developed and supperted field activities required by the serious international sit 
uation. With the support from Washington, the field men, many of whom have 
been with Commerce over 15 years and are intimately acquainted with the busi 
nesses and business leaders of their areas, have served large and small firms alike, 
Both the Washington and field staff have helped and will continue to help the 


smaller businessinen to help themselves 
List of De partment of mmerce field offices, Decembe 


Albany, N. ¥ 61 Columbia Street, Richard E. Whee 
Albuquerque, N. Mex.: Hanosh Building, 203 West 
Moore, district Manager 
Appleton, Wis. : 214 North Superior Street, Herbert C. Crane, district manager 
Atlanta,’ Ga 118 Atlanta National Building, 50 Whitehall Street SW., Mert 
Lofton, regional director 
Augusta, Ga 210 Maxwell He » 1002 Green Street, F ick G. Wood, acti 
district manager 
saltimore, Md 312 Court Square Building, 200 E oXington Street, 
Weber, district manager 
Barnwell, S.C County Office Building, J. Heyward You 
charge 
Birmingham, Ala.: 246 Federal Building, Eighteent 
North, Paul W. Jones, district manager. 
Boise, Idaho: K. D. S. H. Building, 311 North Tenth Street, Ja 
acting district manager 
Boston,’ Mass.: 40 Broad Street, Paul G. Carney, regional 
Bridgeport, Conn.: 3804 Post Office Building, 120 Middle Str 
industrial analyst in charge 
Buffalo, N. Y DO4 Federal Build 
managetl 
Butte, Mont 306 Federal Building, William G. Maloney, 
Charleston, S. ( \rean 2, Sergeant Jasper Building, Wes 
C. W. Martin, district manager 
Charleston, W. Va.: Chamber of Commerce Building, 3 C 
Massie, district manager 
Charlotte, N. C.: 208 Lloyd Building, 317 South Tryon 
district manager. 
Chattanooga, Tenn.: 719 James Building, Fighth and 
Clark, district manager. 
Cheyenne, Wyo 110 Federal Office Building, Twenty-fir 
nue, Albert B. Kahn, distriet manager. 
Chicago,’ Ill.: 1768 LaSalle-Wacker Building, 221 North LaSal Street, Gee 
(, Payne, regional director. 
Cincinnati, Ohio: 1404 Federal Reserve Bank Building, 105 West Fourth Street, 
Robert M. Luekey, district manager 
Cleveland,’ Ohio: 410 Union Commerce Building, 925 Euclid Avenue, George A. 
Moore, regional director 
Columbia, S. C.: 116 Palmetto State Life Building, 1310 Lady Street, William B. 
Worthy, district manager. 
Columbus, Ohio: 312 Trautman Building, 209 Sout igh Street, John A. Burk, 
district manager. 
Dallas,’ Tex.: Room 1114, 1114 Commerce Street, Ernest L. Tutt. regional director. 
Davenport, Lowa: 310 Kahl Building, Third at Ripley Street, Hal P. McCarthy, 
district manager, 
Dayton, Ohio: 1600 U. B. Ph ing, Fourth and Main Streets, C 
industrial analyst in charge 
Decatur, Ill. : 102 Decatur Club Building, Paul J. Fields, district 
Denver,’ Colo.: 142 New Custom House, Nineteenth and South 
EK. Brokaw, regional director. 


Regional office, 
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Des Moines, Iowa: 220 Savings and Loan Building, 206 Sixth Avenue, John H. 
Bickert, district manager. 

Detroit, Mich.: 1088 Federal Building, 230 West Fort Street, William T. Hunt, 
district manager. 

Duluth, Minn. : 325 United States Post Office, Russell G. Barnes, district manager. 

El Paso, Tex.: Chamber of Commerce Building, 310 San Francisco Street, Thomas 
U. Purcell, district manager. 

Erie, Pa.: 200 Erie Commerce Building, Twelfth and State Streets, Ralph W. 
DeLancey, district manager. 

Evansville, Ind.: Claremont Building, 127 Locust Street, Albert G. Schmidt, 
district manager. 

Fargo, N. Dak.: 207 Walker Building, 621 First Avenue North, Robert N. Huey, 
acting district manager. 

Fort Wayne, Ind.: 507 Strauss Building, 809 South Calhoun Street, Walter C. 
Vetter, district manager. 

Grand Rapids, Mich.: Davenport Institute, 4 Fulton Street East, George R. Petrie, 
district manager. 

Hartford, Conn.: 224 Post Office Building, 1385 High Street, Frank J. Madden, 
Jr., district manager, 

Honolulu, T. H.: Dillingham Building, Fred R. Kingman, district manager. 

Houston, Tex.: 501 Republic Building, 1018 Preston Avenue, Warren G. Brown, 
district manager. 

Indianapolis, Ind.: Suite 410, 224 North Meridian Street, William F. Rightor, 
district manager. 

Jackson, Miss.: 205 Fidelity Building, 426 Yazoo Street, Erwin L. Gulledge, 
district manager. 

Jacksonville, Fla.: 425 Federal Building, 311 West Monroe Street, William A. 
Dunlap, district manager. 

Kansas City,’ Mo.: 700 Pickwick Building, 903 McGee Street, Kenneth V. James, 
regional director. 

Knoxville, Tenn.: 313 United States Post Office and Courthouse Building, Main 
Avenue and Walnut Street, Lucien C. Greene, district manager. 

Little Roek, Ark.: U. S. O. Building 228 Main Street, John E. Buxton, district 
Manager. 

Los Angeles, Calif.: 502 Rives Strong Building, 112 West Ninth Street, Edwin 
Bates, district manager. 

Louisville, Ky.: 631 Federal Building, Prentiss M. Terry, district manager. 

Lubbock, Tex. : Cotton Exchange Building, 100514 Thirteenth Street, Alexander C. 
Jackson, district manager. 

Manchester, N. H.: 304 Merchants Bank Building, 8839 Elm Street, Emile P 
Grenier, district manager. 

Memphis, Tenn. : 229 Federal Building, John M. Fowler, district manager. 

Miami, Fla: 947 Seybold Building, 36 Northeast First Street, Marion A, Leonard, 
district manager. 

Milwaukee, Wis. : 225 Mitchell Building, East Michigan Street, John G. Desmond, 
district manager. 

Minneapolis,” Minn.: 207 Minnesota Federal Savings and Loan Building, 607 
Marquette Avenue, Silas M. Bryan, regional director. 

Mobile, Ala.: 308 Federal Building, 109-13 St. Joseph Street, Malcolm Laws, 
district manager. 

Montpelier, Vt.: Willard Block Building, 79 Main Street, Daniel P. Healey, dis- 
trict manager. 

Nashville, Tenn.: 410 Nashville Trust Building, 315 Union Street, Joseph C. 
Carlin, district manager. 

Newark, N. J.: 8 Halsey Street, Frank W. Corbally, district manager. 

New Haven, Conn.: Kilfeather Building, 184 Meadow Street, Frank L. Mc- 
Dermott, district manager. 

New Orleans, La.: 1111 Masonic Temple Building, 338 Saint Charles Avenue 
Harold C. Jackson, district manager. 

New York,’ N. Y¥.: 2 West Forty-third Street, John F. McKiernan, regional 
director. 

Norfolk, Va.: 301 Duke York Building, 610 Duke Street, James M. McElroy, 
district manager. 

Oklahoma City, Okla.: 408 Insurance Building, 114 North Broadway, George R 
Phillips, district manager. 


* Regional office 
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Omaha, Nebr.: 235 Sunderland Building, 403 South Fifteenth Street, Marvin K. 
Hicks, acting district manager 

Paducah, Ky.: 31514 Kentucky Avenue, George F. Backer, industrial analyst in 
charge 

Peoria, Ill. : 824 Commercial National Bank Building, 302 South Adams Street, 
Wesley C. Heppard, district manager. 

Philadelphia,’ Pa.: Jefferson Building, 1015 Chestnut Street, John J. Lennon, 
regional director. 

Phoenix, Ariz.: SOS North First Street, Ernest C. Corbell, district manager 

Pittsburgh, Pa.: 1021 Clark Building, 717 Liberty Avenue, Charles A. Carpenter, 
district manager 

Portland, Maine: 410 Chapman Building, 477 Congress Street, John R. Fortin, 
district manager 

Portland, Oreg.: 217 Old United States Courthouse, 520 Southwest Morrison 
Street, Ralph W. Sullivan, district manager. 

Providence, R. I.: 327 Post Office Annex, Herbert J. Denner, district manager. 

Reno, Nev.: 1479 Wells Avenue, Ben Maffi, district manager 

Richmond,’ Va.: 400 East Main Street, C. Roy Mundee, regional director. 

Rochester, N. Y.: 819 Commerce Building, 119 East Main Street, John F. Noonan, 
district manager. 

Rockford, Il).: 502 Cutler Building, 301 South Main Street, Frank G. Bastable, 
district manager. 

St. Louis Mo.: 910 New Federal Building, 1114 Market Street, Clyde Miller, 
district manager 

Salt Lake City, Utah: 528 Dooly Building, 109 West Second Street South, Ken 
neth B. Dyer, district manager. 

San Antonio, Tex.: 518 Bedell Building, 118 Broadway, George L. Malherbe, 
district manager. 

San Diego, Calif. : Chamber of Commerce Building, 435 West Broadway, Arthur C 
Johnson, district manager. 

San Francisco,’ Calif.: 315 Flood Building, S70 Market Street, John J. Judge, 
regional director. 

San Juan, P. R.: 2 Puerto Rican Reconstruction Administration Ground, Build- 
ing N, Harold Lockheimer, district manager. 

Savannah, Ga.: 218 United States Courthouse and Post Office Building, 125-129 
Bull Street, Joseph G. Stovall, district manager. 

Scranton, Pa.: Select Building, 116 North Washington Street, John F. Conaboy, 
district manager. 

Seattle,’ Wash.: 123 United States Courthouse, Fifth Avenue and Madison Street, 
Philip M. Crawford, regional director. 

Shreveport, La.: Belmont Building, 40414 Marshall Street, Ray D. Saunders, 
district manager. 

Sioux Falls, 8S. Dak.: 226 Gas Company Building, 114 South Main Avenue, Drin 
B. Jacobson, district manager. 

Spokane, Wash.: 305 Columbia Building, 107 Howard Street, Roger O. Oscarson 
acting district manager. 

Springfield, Mass. : 95 State Street, Charles J. Diamond, district manager. 

Syracuse, N. Y.: 918 Chimes Building, West Onondaga and South Salina Streets, 
William M. Henry, district manager 

Tampa, Fla.: 808 Wallace S. Building Annex, 608 Tampa Street, Charles Muir- 
head, district manager. 

Toledo, Ohio: Chamber of Commerce Building, 218 Huron Street, Darrell J. 
Dunkle, district manager. 

Trenton, N. J.: 506 Old Post Office Building, East State and Montgomery Streets, 
Henry A. Ludeke, district manager. 

Tulsa, Okla.: 310 Richards Building, 106 East Third Street, Charles Saville, 
district manager. 

Utica, N. Y.: 115 South Genesee Street, Robert H. Schaub, district manager. 

Wichita, Kans.: 212 East Waterman Street, Glenn A. Weaver, district manager. 

Wilkes-Barre (Kingston), Pa.: 202 Pool Building, 303 Market Street, Peter J. 
Potochney, district manager. 

Wilmington, Del.: 411 Pennsylvania Building, Front and French Streets, Robert 
C. Powell, district manager. 

Worcester, Mass.: 201 Dean Building, 107 Front Street, George W. Grebenstein, 
district manager. 


1 Regional office. 





380 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 


8. SMALL-BUSINESS PROGRAM OF THE RECONSTRUCTION FINANCE CORPORATION, 1951 


The Reconstruction Finance Corporation submitted the following extract from 
its annual report as a summary of its small-business activities: 

Following the historical pattern, nearly 90 percent of the loans authorized in 
fiscal year 1951 were for amounts of $100,000 or less. These have been classed 
as “small business” loans. The loans approved during fiscal year 1951 were 
distributed as follows: 


On 
57. 000 
O18, O00 


274, OOO 


Classification of loans for $100,000 or less as small-business loans is purely for 
convenience. None of the larger loans were made to concerns even approaching 
domination of their fields. Nearly three-fourths of the loans above $100,000 
were authorized to relatively small concerns in manufacturing industries. 

The financial problems of small business have been widely discussed: They 
are prevented from obtaining funds in the securities markets by lack of public 
interest and the prohibitive cost of floating small issues; institutional investors 
are not interested in lending the relatively small amounts required ; and banks 
frequently prefer not to make the types of long-term loans most suited to the 
needs of smaller concerns. By providing long-term loans for small businesses, 
RFC has helped to preserve and strengthen that segment of the business economy 
which is essential to the maintenance of our system of free competitive enter- 
prise 

There are approximately 4 million business enterprises in the Nation. About 
3 million of these have fewer than 4 employees. These 8 million very small 
concerns operate on a bare minimum of invested capital. Most of the financial 
requirements of these very small concerns are met from the resources of the 
proprietors and their friends, supplemented with credit extended by suppliers. 
In these very small businesses, it is the ability and energy of the proprietors 
which determine the success or failure of the venture to a far greater extent 
than the availability of capital and credit 

Among the 1 million business concerns with 4 or more employees, there are 

pproximately 6,500 having over 500 employees. These larger firms are not usu 


illy represented among the concerns which receive RFC loans. The Corpora 


tion’s business loans are concentrated among concerns with more than 8 but 
; 500) employees. For the most part, such concerns have demonstrated 
) survive and prosper as very small enterprises and have developed 
nt small businesses. REC loans are frequently the only available 
to the long-term financial problems encountered in preserving and 

ening the competitive positions of these small businesses. 


SPECIAL REPORT OF THE SECRETARY OF COMMERCE, JANUARY 9, 1952 


"THE SECRETARY OF COMMERCE, 
Washington, January 9, 1952. 
Hon. JOHN J. SPARKMAN, 
United States Nenate, Washington, D. C. 

My Dear SENATOR: As Congress convenes again and will renew its interest in 
the various problems confronting us, including the area of small-business activi 
ties, I thought, in view of your continuing interest in this matter, it might be well 
to report to you some of the things which have been done by the Department of 
Commerce This report w ll deal chieflv, although not wholly, with Department 
activities in behalf of small business as related to the defense effort. In connec- 
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base alloy, and 500 pounds of aluminum. These self certified purchase orders, 
identitied by the Symbol “su,” were granted the same delivery Position as allot- 
ments made directly by NPA, Estimates were ade of the cost in terms of 
material of this brocedure, and it was found that the quantities could be increased 
With a minimum impact on the total supply, 

To further reduce the number of small firms required to file Production 
schedules and allotment requests with NPA, the quantities allowed for seif- 
Certification are being increased for the second quarter of 1952 to 30 tons of 
carbon steel, § tons of alloy steel, 1,500 pounds of Stainless steel, 3.000 pounds of 
copper and copper-base alloy, and 2,000 pounds of tluminum. To preclude over- 
supply under this expanded Provision, the small user may not self-certify his 
purchase orders for the permitted quantities if they are sreater than his base- 
period Consumption. In su¢ h cases, howey. r, he may certify 100 Percent of his 
base use, Provision has uso been made for the application of the self-certifieg- 
(10n symbol to secure materials other than those under CMP and required for 
balanced Production. 

It is estimated that this Provision will make it possible for severa] thousand 
Small Inanufacturers to Carry on their pure hasing Programs and to operate their 
Plants at a high rate of Production Without the convenience of applying to the 
Washington ollices of NPA. 

(d) lor the further con) enience of the Smaller Inanufacturer, NPA has author- 
Zed the prox essing of about 25 percent of all CMP allotment requests by Depart 
ment of Commerce NPA field offices. More than 10,000 small Manufacturers 
are benefited by this Provision, A number of firms require for their nuinimum 
operations quantities slightly greater than those permitted under the Self-certifi- 
Caution privilege Such firms are Usually producers of Civilian products or are 
engaged in defense Production requiring a lesser degree of over all programing, 
The allot ut of controlled Inaterials to such firms through the Department of 
Commerce-NP 4 field offices permits colvenient and personal handling of their 
allotment requests. For the fourth quarter of 1951 and the first quarter of 1952, 
the field offices stanted in almost every case the full “umount of steel, copper, and 
aluminum requested in the 4p “pplication forms submitted to them. Tor the 
second quarter of 1952, in view of the increase in the self-certification privilege, 
the field offices Will apply the same degree of rey ew and factoring of ‘allotment 
to the field cases 4S will be applied to the applications handled by NPA in 
Washington. 


{€) NPA contro] orders gen ‘rally provide for appeals under abnormal base- 
period situations. severe economic hardship, or other problems peculiar to single- 
product manutfag turers, 

(7) A staff of business and production analysts attached to the NPA Office of 
Small Business S engaged jn reviewing requests for assistance in obtaining 
materials or equipment and is Working with the several industry diy isions of the 
4asency to secure relief jin hardship cuses. Having full knowledge of material 
quantity dete rhuinations made by the DPA Requirements Committee, the quar 
erly allotment policy and pattern, the formula used by each industry division 
Mm calculating a lotments and the internal procedures and practices, this spe- 
Clalized Smnall-business staff has performed a noteworthy service for the Smaller 
manufacturers The following *ximples illustrate the Character of the small- 
business cases handled in the above described manner Within NPA and the degree 
ot Assistay ce resulting 

1, Approximately <80 firms using chemicals or products derived from chemi- 
ra's presented their problems to the Division, and about 120 small manufac. 
turers requested assistance in obtaining greater quantities of plastic materials, 
particularly polyethylene. The base period Purchasing patterns of these com- 
panies were reviewed, and On the basis of this review an upward adjustment of 
the base period was made in the majority of instances and assistance was 
rendered jn obtaining increased allotments from suppliers of plastie materials, 

2. Thirty-five Small business firms requested assistance in obtaining additional] 
quantities of trichlorethylene. and in all Instances the requests for assistance 
were granted. 


3. Favorable assistance was rendered to 20) small manufacturers experiencing 
difficulty jn obtaining minimum requirements of methylene Chloride, and in- 
creased supply of the material was “assured for 18 of these firms. 

#4. Requests for adjustments under the stee] Shipping drums order, M-75, 
were received from over 100 small business firms, with the majority receiving 
favorable action, The majority of the applications requested base-period ad- 
Justments or permission to readjust their inventory position, 
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5. A number of adjustment requests under the glass container order, M—51, 
were received requesting permission to use new molds or to adopt models not 
permitted by the order. In most instances these requests were favorably re- 
viewed and assistance granted. 

6. Approximately 120 small firms requested assistance in obtaining machine 
tools and equipment with which to carry out their production programs, and 
in most instances the Division was successful in obtaining for these companies 
their proportionate share of the available tools and equipment. In almost all 
instances, where the problem was one of replacing worn-out equipment or of 
eliminating a bottleneck in current production, formal action was initiated to 
assist the firms in obtaining the necessary tools and equipment 

7. Approximately 160 requests from producers of pulp paper and paperboard 
were received ; and, of the requests processed, only two were denied 

8. Three hundred and fifty firms requested adjustments under order M-47A 
in their permitted use of steel, copper, or aluminum; and more than 90 percent 
were granted assistance. 

9. Three hundred and seven requests for aid were received from producers of 
lumber and lumber products, and only 4 were denied 

lO. A truck quipment company located in Alabama, manufacturers of fifth 
wheels and heavy machinery, had military contracts to start in 3 months, but 
lack of steel plate threatened to force a shut-down before that time, with re- 
sulting impairment of efficiency and loss of employees. Needed material was 
secured, 

11. A manufacturer of electric and electronic components in Connecticut uses 
high-grade selenium that can be secured only from one source. The supplier 
could ship only in 30-pound containers. The NPA directive to this company 
was to provide 50 percent of average monthly shipments of 1950, which resulted 
in allotments of 38 to 40 pounds. The supplier shipped only 30 pounds each de- 
livery. After checking the facts, it was agreed that excess amounts would be 
accrued in favor of the user and distributed as a supplementary allotment. 
Three other firms also benefited from the decision 

2. An automatic washer company of Iowa had been denied steel in addition 
to that permitted by order M-47. The United States Senate Select Committee 
on Small Business referred the case to the NPA Office of Small Business. An 
appeal was initiated on the basis of hardship. Relief was granted. 

13. A company located in Minnesota made items, previous to Korea, for the 
neon-sign industry. The company converted at considerable expense to the man- 
ufacture of carbon resistors for the defense program but was unable to obtain 
0.040 and 0.082 copper wire because it had no base period. After the case was 
prepared and presented to the proper authorities, a suitable adjustment was 
made, 

14. A small New Jersey manufacturer of heating systems required a base- 
period adjustment in order to obtain copper or be forced out of business. The 
adjustment was made 

(g) From the beginning it has been the policy of NPA to confer frequently 
with industry with respect to production, material supply, possible measures 
for conservation of scarce materials and the substitution of less critical materials 
for those in short supply This relationship has been accomplished. through a 
system of industry advisory conferences he industry advisory committees, 
which represent their industry as a whole, have beer eviewed during the 
development by the Office of Small Business to assure the proper representation 
of the smaller segment of each industry It is the frequently expressed observa- 
tion of industry that large, medium, and small manufacturers are propor- 
tionately represented on industry advisory committees and that each is accorded 
full opportunity to discuss the problems of the several elements of the industry 
groups. 

(h) A staff of analysts in the Office of Sma Business is continuously en- 
gaged in two extremely important tasks for the guidance of agency policy for 


the allotment of materials to manufacturers. One group, independently and 
through the cooperation of the Department of Commerce field offices, evaluates 
the impact of material allotments on the small manufacture) rhe second grout 


reviews proposed NPA orders and regulations, submits recommendations con- 
cerning phases of the proposals affecting small manufacturers and confers with 
the industry division officials initiating the proposals in an effort to incorporate 
provisions advantageous to small business and to eliminate items regarded as 
detrimental to smaller concerns, or presenting compliance problems Che efforts 
of this latter group of specialists are reflected in specific small business pro- 
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visions in a large proportion of the regulations issued. ‘The warehouse orde! 
previously mentioned is one example, the impact study for first quarter 1952 
ilotments described later in this report is another. Small business exemptions 
the allotment of tin and zine, in the procurement of hides and skins, an ex- 
emption in the procurement of parts for power equipment, exceptions in the 
distribution of polyethylene, the shifting of allotted materials from the manu 
facture of one product to another to follow market conditions, are but a few ex 
amples of types of special provisions proposed by this staff and included in cut 


rent regulations 


issistance to Small Defense Plants Administration 


') Land the Department of Commerce have endeavored since the creation of 
the Sma Defense Plants Administration to be of assistance to the Adminis- 
trator and his associates Mi Tavior called upon me shortly after he took his 
oath as Administrator and I stated to him frankly that IT hoped a duplication of 

nid avoided, not only in the interest of the taxpayer but in the in 

terest of small business, and, at the same time, stated that we wished to be 
helpful where we could. Realizing the difficulty of SDPA in recruiting exper 
enced personnel for their work and the fact that direct assistance to smatlet 
facturers in securing defense contracts was one of their primary assign- 

ents. I offered to transfer nine members of the staff of the NPA in Wash 


( | 
( Lith De 


ington to SDPA This offer was accepted by Administrator Taylor and on No 
ember 9, 1951, nine membors of our Office of Small Business statf were detailed 
to SDPA on a nonreimbursable basis. The staff detailed are experienced in 
Federal procurement policy and regulations, have had previous purchasing ex- 
erience in business and have varying periods of effective service with the Office 
of Small Business of the Department of Commerce or with the Smatler War 
Plants Corporation O)viously, IT cannot be expected to carry this staff on my 


Department's payroll permanently when they are working for another ageney, 
but IT plan to do so until the end of March 1952 when the Congress will have de- 
cided what funds it will allocate to the SDPA for its operation 

Other personnel assistance provided by the Department of Commerce 
includes four personnel experts to assist the SDPA in its recruiting program 
ind in setti Ip its personnel division 

Programs previously established in the Commerce-NPA field offices for 


} 


ssisting small manufacturers in securing prime and subcontracts under the 


ne 


defense program are being continued, it being my feeling that unless it is clearly 

the congressional intent to supersede these activities, especially during a period 

when SDPA is not equipped to carry them on, it would be a disservice to the 
business man to abandon them 

\ series of communications and conferences with the SDPA Adminis- 

rator have mapped out channels and procedures which assure the most efficient 

means for consultation concerning controlling and allotment policy and pro 
cedure and for handling individual 

SDPA. The same staff which presently serves the NPA Administrator in carry 

g out his responsibilities for the distribution of materials to all industry, 


assistance Cases coming to the attention of 


uding smaller industries, has been established as the single point of contact 


\t the request of the SDPA Administrator, that agency has been invited 
ttee and the Program Adjust 


o send representatives to the Requirements Commi Z 
t 


ent Committee of DPA and to the several Industry Division | 
Committees of NPA 
At the close of the year 1951, the Assistant Administrator of NPA for 
Small Business affairs was working with SDPA officials in the development of 
poliey and procedural proposals on behalf of the small manufacturer for adoption 
y NPA. 


equirements 


Development of play ned procureme nt to assist firms receiving low allotments of 
controlled materials 


(a) It will be reealled that early in October NPA Administrator Fleischmann 
and ODM Director Wilson explained to members of the Small Business Com- 
mittees and of the Banking and Currency Committees of both Houses of Congress 
that the demand for metals, particularly copper and aluminum, to meet military 
and defense supporting programs would make necessary some sharp cuts in 
allotments to manufacturers of consumer-type items, including many smaller 
manufacturers, for the early part of 1952. Immediately after the hearing in 
October, Mr. Manly Fleischmann and Mr. John D. Small, Chairman of the 
Munitions Board, discussed ways and means for minimizing the impact of 
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reduced allotments. The National Production Authority had planned, previous 
to that time, to analyze the first-quarter allotments a report to the Department 
of Defense the areas and the individual firms most seriously affected. Chairman 
Stuall suggested that perhaps Clinics should be held throughout the country 
so that military purchasing officials could conte with representatives of fir! 
i receiving low tments to explore the poss s ib iting prime o1 
i subcontracts for civilian goods production and for u vf the cefense ] 
eTam the facilities made ay nable is the resu l ed 1 ivi 1 I 
civilian goods lhese two plans were combined 
(b) On December 19, 1951, NPA delivered a report to the Munitio I} 
the Atomic Energy Commission, at the General Sei es Administrati . g 
all firms which received for the jirst quarter of 1952 less t) oo percent of 
base period consumption of copper or alun A copy of tl re} 
ittached It provides a specifi ncrete basis for providing special procureme 
aid to the manufacturers hit hardest by material allocations, part \ 
stnaller ones whose limited resources and equipme ke ditheu 
to participate in defense procurement without spe l a 
(c) At the year’s end, plans were reaching completion for il sti s ( 
clinics to be held in 14 cities. ‘The chairman the appropriate Armed I ¢ 
Regional Council and the Department of Commerce-NPA Regional or D 
Director will cochairman each Linic These clini \ t be pub 
will address themselves to the needs of the partic I rms listed j e NPA 
eport fhe Department of Commerce-NPA ele tice livit ‘ ( Ss 
if thre rms which received low llotime! we sre eS | é 
Atomic Energy Commissio! nd the Gene Sel ( \ 
he clinies The AFRC chairman wil ne n | 
procurement officials and representatives of firms presently holding p1 
contracts 
(d) At each clinic the representative ‘ WV ent firm w be giver 
guides to the type of items procured by each age! part pating ad ‘ ( 
will be held with procurement officials fre Governme! Fone 1} é 
contractors During these interviews mutual deter " e deve 
is to the adapt ibikity . i en ¢! } 
requirements of the potent buyers prese! \rrang : ( 
to record these facts for subsequen eview | NPA in its ce 1) t of f 
otment patterns tor those ndustry gt S Tol V1 I 1M t 
issistance can Come through the defense order route 
(¢ Realizing that elit t] ! ned 
measures are employed by purchasing officials to ut ‘ ‘ tie ‘ 
able, and acting upon the advice « he Office of S Ieus ,PA 
Administrator Onrerre Wit Ley f t Det £ 
sible departures from traditional pre ement practices st 
fhardship. Substant igreement reached o7 
effort on the ] ot Munitions B l off vis ‘ ‘ 
pecial methods for bre ley wr the beste ( . | c 
plants from which materials | e been diverted to eet tury require 
\ ou til ng ] ~ ‘ l hye Vc 
| for specia wt nob \rm | es in Le 
otmae firms Ving e¢ C1 Lie ( e | I 
Under the aut rity ested I VY sectiol ; , Executive O 
10200, the DPA Administrator hel t to be it he public terest that s 
firins receiving first-quarte) llotments of le tha b> ye ent of their base 
period consumption of controlled that ils, be given sy] ittention by ol 
tracting officers, including use of the procedures ret ed to in the Comptrolle 
General's deeision No. B-LOBLSA This de on Was endere 1) : ete to Mr 
Gibson, Acting Administrator of DPA, fron e Compt er General under the 
dite of May S, 195] 
fhe Comptroller General's decision permits the 1 wr ¢ mnt I eg 
tiation, with small-business firms at a price other t ‘ est off é 
s determined that the public interest dictates ‘ er t rire 
sé e such small business in the economy 
his ac on bi the DPA Adiministrator eprese = ti 
Comptroll Generals decisior Although invoking | SIONS « his «le 
sion does not in itself i ( t he placemel ol « . 
firms hor eliminat the othe onsiderations whi ! ~ ‘ 
placing ontracts basi { ( ore e of he ce 1 eS re I 
; 


Sire 





386 REPORT OF THE SELECT COMMITTEE ON SMALL BUSINESS 


right position in behalf of small business by the major defense productiot 
agency of the Government. 

(7) The Small Defense Plants Administration was invited to participate in 
the planning of these clinies and will expand its role as rapidly as it can secure 
additional staff for its Federal procurement-assistance program 
Production pools 

Recognizing the fact that many small shops lack the necessary equipment t 
handle prime or subcontracts under the defense program, the DPA administrator 
determined to utilize the authority provided in section 7OS of the Defense Pro 
duction Act to assist smaller firms in the voluntary formation of production 
pools. The Office of Small Business and the general counsel’s office of NPA 


provide the staff work for this pooling program and have worked out effective 
procedures for expediting such undertakings. Attached is a copy of a booklet, 
explaining the process for establishing a production pool, which has been pre- 
pared by our Office of Small Business and distributed to chambers of commerce, 
manufacturers’ associations, banks, and Department of Commerce field offices 


NPA-DPA has completed the processing of 6 applications to form pools, and 20 
nore are in various stages of development. When the Attorney General approves 
an application to form a pool, the NPA Office of Small Business advises all agen- 
cies Which exercise procurement authority for the defense program, with the 
the combine be dealt with as a production unit to handle both prime 


' t 
and subcontracts. 


request tha 


Developing policies to preserve small manufacturers dependent on copper and 


Petru 


(a) It is presently planned to revise the allotment pattern which was used 
by NPA for the first quarter of 1952 to provide in the second quarter a single 
allotment level for consumer-type manufacturers and thereby increase the 
amounts for those tirms which received the lowest allotments for the first quarter 
The increase in allocated quantities to smaller firms will reduce the degree of 
hardship necessarily imposed on these firms. 

(b) To provide an improved method for servicing sinall firms engaged in 
line production and faced with extreme hardship, NPA is preparing to 
establish a small-business reserve for the second quarter of 1952. It is planned 
to establish a review board to study hardship cases where shutdowns are 
threatened for which the small-business reserve will be used. It is proposed that 
this board consist of one representative each from the Office of Labor, the Office 
of Smal! Business, and the Policy Coordination Bureau of the National Produc- 
tion Authority, and one representative of the Small Defense Plants Administra- 
tion 

We shall continue our efforts to be of asistance in every possible way to the 
small-business men of America, 

Yours sincerely, 


sing'e 


CHARLES SAWYER, 
Secretary of Commerce. 





— 


; 





